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Sensational Pitching 
Star in the 1926 
Series 


but to-day! Like glori- 
ous old «Pop’’, many a 
business man of yesterday 
is ‘¢back in the minors”’ to- 
day. Maybe they will suc- 
ceed “in the bushes’’. But 
maybe they must be “at the 
top of the heap” to star as 
they did in the past. How 
are you going to tell? 


Close observation of to- 
day’s performance is all that 
can count for you. That goes 
for the “old timers”’ as well 
as the youngsters who are 
taking their places. 


ee 2 Poor inf or- 
mation, not poor 
judgment, causes 


most credit losses 















Study Credit Interchange 
Bureau reports on all your 
accounts—old and young. 
Get the actual up-to-date 
ledger experience of others, 
compiled in an impartial 
manner to guide you in 
passing credit risks. Today’s 
facts tell the true story. 
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What Happened — 


TO THE 


Fifty Million Dollars 


..-HOUSEHOLD LOANED LAST YEAR 
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[ore year, the one hundred fifty-five Household offices in 
ninety-six cities loaned $50,113,624.00 to families, the 
largest loan was $300. 


Where did this money go? For what was it used? 


80.7% paid bills already existing—refinanced and amortized 
debt burdens. 


Only 10.84% went for things that might have been dispensed 
with, such as education, travel, Christmas gifts, and automobile 
repairs—and even these purposes can be considered justifiable. 


The fifty million dollars of Household money helped to thaw 
frozen credit, clear the channels of trade, speed the wheels 
of commerce. 


This fact becomes even more important when it is realized 
that these borrowers, practically without exception, had no 
other source of auxiliary money. 


They had no negotiable collateral, no bank credit. They did 
not call on friends to sign their notes. With self-respect and self- 
reliance, they were enabled through the Household Loan Plan 
to solve their own money problems to the benefit of all business 
and at reasonable cost. 


Business men know a retail price must cover operating costs 
and a reasonable profit. Efficiencies never can reduce retail 
prices to the level of wholesale prices. However, when methods 
are devised which permit renting the use of money to families 
at rates lower than the 2% to34%4% a month now charged on 
unpaid balances Household will be found using those methods. 


HOUSEHOLD 


FINANCE CORPORATION 
and subsidiaries 
Headquarters: Palmolive Building, Chicago, Illinois 


MONEY MANAGEMENT FOR HOUSEHOLDS 


a helpful booklet in budgeting the family income, leading to the happiness of 
financial security, is offered without charge to your employees and customers. 
Mail or telephone their names to our nearest office. 


When writing to advertisers please mention Credit & Financial Management 
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Looking ahead 


A challenging headline will in- 
troduce one of our leading articles 
next month: “What's wrong with 
credit men?” The article is from 
the pen of Mr. Charles Bourget 
of the Commonwealth Shoe and 
Leather Co. of Boston. In the 
course of it he makes some pithy 
and challenging observations but he 
doesn’t advocate anything fatal as a 
solution of some of the ills beset- 
ting credit and, thereby, the credit 
executive. You'll want to read this 
frank, straight-from-the-shoulder 
feuilleton. 


Our cover 


It was just a year ago that the 
darkest days in our history, as far 
as the American business man is 
concerned, were prevalent. Since 
then we have seen signs of recovery. 
This month’s cover presents the 
face-to-the-front, shoulders-back air 
that has become more noticeable as 
the weeks have rolled along. The 
painting is from the brush of Wil- 
liam Roscow, who has already ap- 
peared on our cover several times. 
His Lincoln cover last month was 
the subject of much favorable com- 
ment by our readers. 


and FINANCIAL MANAGEIV 





Published by 







NATIONAL ASSOCIATION OF CREDIT MEN 


Volume Erie Avenue, F to G Streets, Philadelphia, Pa. 
XXXVI Richard G. Tobin 
Number 3 Coner'sad Mateyer 
Clifford T. Rogers 


Advertising Manager 


One Park Avenue, New York, N. Y. 


Paul Haase 
Associate Editor 


Philip J. Gra 
Western Adcatthing renin 
























AMost every time some group 
wants a law, it gets one. That's fine 
if the new law is really needed. Trouble 
is, however, that it’s almost impossible 
to keep tab on all the new laws. Even 
the legislators get a bit dizzy. 


Well, then, how can you, Mr. Business 
Man, study all the angles of all the laws 
that may or may not affect your busi- 
ness? Of course, you can neglect your 
business to do it. But since there isn't 
too much business, we have to pay more 
(not less) attention to what there is, 
don’t we? 

And that’s why the Crepir MANUAL 
or ComMeErciAL Laws can be so impor- 
tant in your business efforts during this 
year. 


The Manuat compiles and interprets 
just what you need to know about busi- 
ness law—from getting the order to get- 
ting the cash. It’s a normal size book 
that uses very little space and saves lots 
of time. Here are just some of the items 
to be found within its covers: 


Laws of insolvency completely covered 


including the revised text of the 
Amendatory Laws of 1933. 

Sections on bonds on public improve- 
ments and misapplications of funds 
completely revised, all 48 states hav- 
ing passed new laws on _ these 
subjects. 

18 pages of tables showing applications 
of important laws. 

6 pages on limitations for civil actions. 
4 pages on various state requirements 
on Bulk Sales Laws. 

IO pages on various state laws concern- 
ing exemptions of wages, personal 
property, and homestead. 

(These tables have been expanded to 
cover new laws enacted in 44 state 
legislatures in the past year.) 

Main subjects covered: 124 

Total sub eovered: 681 

Can you know the answers to 681 
questions in business law? 

With the Manuat on your desk, it’s 
almost a matter of A.B.C. simplicity. 

The entire book, in the new 1934 edi- 


tion, has been revised and rearranged 
under a logical, follow-through chapter 
arrangement which includes: 

STEPS PRELIMINARY TO SALES 

RESPONSIBILITY OF BUYER 

BUYER'S FINANCIAL RESPONSIBILITY 

SELLING ON SECURITY 

NEGOTIABLE INSTRUMENTS 

COLLECTING ON ACCOUNT 

INDUSTRIAL RECOVERY 

COMMERCIAL CRIMES 

LAWS OF INSOLVENCY. 


You needn't send the money now. 
Just sending the enclosed card will bring 
the Manuat to you. Help yourself to 
a bookful of help! 


Credit Manual of Commercial Laws 


$4.00 


When writing to aivertisers please mention Credit & Financial Management 


Nationat Association or Crepir Men, One Park Ave., New York, N. Y. 
I would like to receive a copy of the 1934 Manuat. Please 
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Let's live on our income! 


One of my early playmates was a young man who had the 
good fortune of being born with the proverbial “silver spoon 
in his mouth.” Some may question whether or not this is good 
fortune or misfortune, but those of us in the neighborhood, who 
in response to parental demands shed our shoes at the first sign 
of the approaching barefoot days, could never have been con- 
vinced that the boy who possessed all the latest toys and 
conveniences was not in reality a favored son. 


This young man had an excellent academic education, but he 
was wholly uneducated in the ways of the world. He had never 
earned a dollar. In the course of time his parents passed on. 
Of course, they left him a sizable estate. Never having been 
trained to work, he decided he would live the life of ease and 
luxury. His appetite for worldly pleasures grew, while his in- 
come remained constant. In time his extravagances began to 
eat into his principal. I recall he used to say, as he spent money 
with a lavish hand, ““Why worry, there is more where that came 
from.” 


Then one day he drew his last check and spent it in a glorious 
celebration of the occasion. Some of us really felt that he had 
reached a point in life where he would turn for the better, and 
that now being forced to work he would turn in and do.an 
honest day’s labor. We were mistaken. He lacked the cour- 
age to face life’s problems. Within a week they found him 
lying near a lonely road. The coroner pronounced it suicide. 


The village folks began to speculate on how different that 
man’s life might have been had he simply made up his mind to 
check his expenditures gradually. Up until the time his parents 
died he could probably have afforded, through their generosity, 
the things that he was always accustomed to having. Upon 
their death it was agreed that he could not shift to a life upon 
his bare income immediately, but that a gradual transition could 
be made which would maintain the bulk of his estate. This, 
however, he was unable to do. 


My friend’s early life, for one reason or other, has been re- 
turning to my mind during recent weeks. I have wondered 
what the decision of the nation will be when in early September 
we face the issue of living on our income. Surely the father, 
represented by Washington, will be unable longer to continue 
feeding us so generously. It might not be amiss for us to plan 
now to meet this issue so as to be not wholly unprepared. 


Let us bear in mind these lines from Shakespeare: 
“Costly thy habit as thy purse can buy, 
“But not express’d in fancy; rich, not gaudy; 
“For the apparel oft proclaims the man.” 





Executive Manager, National Association of Credit Men 


Show-window statements 


« |f we want financial statements to convey the truth, 
we should insist on a strict adherence to the use of 
the “going concern” basis of valuation explained herein 


by HENRY J. BORNHOFFT, C.P.A.; 


Professor in Accounting, Boston U.; Partner, Brown, Bornhofft and Co., Boston 


fairs of the American Institute of 

Accountants in an endeavor to co- 

operate with the National Associa- 
tion of Credit Men, who were entering 
upon an intensive drive to reduce credit 
frauds and who were seeking funds for 
the policing of the business world, made 
available a letter bulletin describing in 
detail many credit abuses and fraudulent 
credit practices. At that time it was 
estimated that credit frauds amounted to 
from $160,000,000 to $400,000,000 an- 
nually, the $400,000,000 estimate being 
furnished by a surety company. 

You credit executives undoubtedly 
have well in mind all that has been done 
since that time by the National Associa- 
tion of Credit Men in an attempt to keep 
credit frauds at a minimum. You are 
entirely familiar with the conventional 
three stages of credit frauds, namely, 
misrepresentation, diversion of assets, 
and bankruptcy. Misrepresentation may 
take the form of false statements, cer- 
tificates by persons with no standing, or 
persons in collusion with the borrower, 
false references and the like. After an 
initial credit advance there is a punc- 
tilious performance of all credit obliga- 
tions by the borrower, a deliberate stage 
setting, as it were, for the creation of a 
line of credit, and, finally, the diversion 
or concealment of assets and later assign- 
ment for the benefit of creditors, bank- 
ruptcy, or both. 

Credit losses are still substantial. We 
shall probably always have the credit 
crook with us. He thrives and fattens 
on the credit executive who dispenses 
credit solely on hunches—intuition in- 
stead of facts—and upon the shortcom- 
ings of the improperly trained and in- 
efficient. Occasionally, despite the exer- 
cise of reasonable care, he is even able 
to foist his subtlety on the conscientious, 
“well-trained credit executive as well. We 
have all seen statements that have been 
“doctored” or “window dressed” to 


In 1925 a Committee on Public Af- 
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make a financial showing better than 
that justified by the facts, or where there 
has been deliberate concealment—a lack 
of full disclosure of significant and im- 
portant matters. Often such manipula- 
tions are merely the initial steps in credit 
frauds. Let me give you a few illustra- 
tions of window dressed statements that 
I have met in my own practice: 


Case 1: 


The treasurer of a moderate sized cor- 
poration in Boston, himself a former ac- 
countant, suggested and carried through 
the following toward the close of the 
year 1932. Fifteen thousand dollars was 
received from certain stockholders to 
whom he issued $15,000 preferred stock. 
Result: The cash position of the com- 
pany as of December 31 was materially 
improved and the net worth of the cor- 
poration correspondingly increased. On 
January 2 or 3 of 1933 the corporation 
purchased the $15,000 preferred stock 
issued in December of 1932 for $15,000 
cash. You will note that what actually 
happened was an exchange of checks be- 
tween the corporation and its stock- 
holders for the purpose of improving 
the financial position at December 31, 
1932. 

This corporation presented one of the 
Boston banks with a balance sheet pre- 
pared as above and filed a certificate of 
condition with the Commonwealth of 
Massachusetts showing the same items. 
The bank discovered the manipulation 
promptly. I am sure, however, that in 
many instances the statement of financial 
condition contained in the certificate of 
condition filed with the Commonwealth 
was used by unsuspecting creditors as a 
basis for credit. We discovered the 
irregularity during the course of an audit 
for a minor stockholder. 


Case 2: 

In December of 1930 a small close 
corporation engaged in the textile in- 
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dustry made an assignment for the 
benefit of creditors. We were called in 
by an attorney representing a group of 
creditors to make an investigation. The 
Boston Association of Credit Men was 
also very much interested in this case. 
We found that the corporation had 
filed a certificate of condition with the 
Commonwealth of Massachusetts which 
showed that at December 31, 1929, the 
company had a net worth of $60,000, 
practically no liabilities, and a very good 
cash position. Between January 1, 1930, 
and March 31, 1930, the stockholders 
withdrew $25,000 cash. On the basis 
of its December 31, 1929, statement of 
financial condition this corporation con- 
tinued to buy on credit from January 1, 
1930, right up to the date of the assign- 
ment. When the assignment was made, 
it was found that the corporation owed 
$100,000 and that it possessed assets 
of doubtful value amounting to only 
$42,000. As a result of our investiga- 
tion, in addition to bringing out the 
above, I had reason to believe that as- 
sets had been concealed. There is no 
doubt in my mind that this company 
originally exercised meticulous care in 
building a credit reputation. After the 
stage was properly set, they made their 
killing. I was recently informed by an 
attorney who had worked on the case 
that one of the principals in the above 
corporation has been in three additional 
credit difficulties since December of 
1930, and that an indictment was then 
under consideration. 


Case 3: 

A contractor's illustration: A small 
corporation with stock closely held was 
required to file a balance sheet for the 
purpose of securing a bond. The books 
of the company showed a substantial in- 
debtedness to one of the officers, which 
item, of course, would classify as a cur- 
rent liability. The officer of the corpora- 
tion in a desire to improve the current 
ratio on the company’s balance sheet 
prepared a waiver and release of all 











@ Ever find a mannequin in a financial statement—figures instead of facts? 


claims against the company. A direc- 
tors’ meeting was held, and an entry 
was made on the books reducing the 
liabilities of the corporation and in- 
creasing surplus. After the balance sheet 
had served its purpose, a second meeting 
was held by the directors rescinding ac- 
tion taken at the prior meeting. The 
waiver and release was destroyed, and 
the entry referred to above reversed. 


Case 4: 


We audited the accounts of a com- 
pany for the year ended December 31, 
1930. Im September or October of that 
year the company lost one of its prop- 
erties by fire. There was only partial in- 
surance protection. The company col- 
lected $200,000 on insurance just before 
the close of the year. The financial posi- 
tion of this company was none too good. 
What do you suppose was done with the 
$200,000 insurance money collected? 
The entire amount was used to liquidate 
part of thevcurrent indebtedness. The 
final result was an improvement in the 
current ratio. That particular company 
in 1931 borrowed money, a substantial 
part of which went not into current 
operations but rather into capital assets 
to replace the property destroyed in the 
preceding year by fire. It seems to me 
that there should have been a full dis- 
closure of all significant facts to all 
creditors concerned. The company re- 
ferred to during the past year has made 


an assignment for the benefit of its 
creditors. 

The above cases are intended as illus- 
trations of manipulations of financial 
statements to be used for ordinary credit 
purposes. I have confined myself to 
cases easy to explain rather than to more 
involved illustrations which might not 
be so readily understood. Later I shall 
furnish you with a few illustrations of 
window dressed statements used in con- 
junction with the flotation of stock and 
bond issues. 

The two basic financial statements 
used in the business world are the bal- 
ance sheet and the profit and loss state- 
ment, the former showing financial con- 
dition at a particular moment of time, 
the latter progression or retrogression 
over an elapsed period of time resulting 
from the conduct of a business. All 
financial statements used in the business 
world are related to either one or the 
other of these two basic statements. In 
the routine of your daily work you 
examine and analyze many financial 
statements. You can distinguish with 
assurance between a current asset and a 
capital asset; and you are familiar with 
other statement classifications such as de- 
ferred charges, current liabilities, capital 
liabilities, deferred credits, capital stock, 
the several kinds of surplus, valuation 
reserves, surplus reserves, liability. re- 
serves, secret reserves, and other related 


matters. You have made a study, I am 
sure, of the uses and limitations of ratios 
in statement analysis, and you have had 
occasion to use percentages in conjunc- 
tion with the analysis of profit and loss 
statements. 

I may be presumptuous in undertak- 
ing to define for you the term “balance 
sheet.” My reason for so doing, how- 
ever, will become apparent presently. 
The term “balance sheet’’ has been de- 
fined as a statement of financial condi- 
tion disclosing at a date specified, and 
in respect to an individual or individuals 
united as an organization, a classified list 
of assets, valued on the basis of worth 
for the purpose for which acquired, to- 
gether with the liabilities and account- 
abilities that rank there against, first to 
creditors for advances, known as lia- 
bilities, and second to the owner of 
owners for the excess of assets over lia- 
bilities, known in accounting as capital. 

A balance sheet prepared for a going 
business presupposes voluntary selling 
and the continuity of business operations. 
The words “valued on the basis of worth 
for the purpose for which acquired” are 
important. Going concern value does 
not mean appraised value, nor does it 
mean reproduction value, replacement 
value, utility value, or liquidation value. 
It means a very definite thing. In a 
going concern, assets such as inventories 
should be valued on the basis of cost, or, 
more conservatively, on the basis of cost 
or market, whichever is the lower. 
Capital assets, sometimes called fixed or 
permanent assets, should be valued on 
the basis of cost less reasonable depre- 
ciation, taking into account all deprecia- 
tion factors, such as wear and tear, 
obsolescence, and the like. To me, let 
us say a candy manufacturer, my ma- 
chinery and equipment is worth cost less 
depreciation. To you, a banker, it might 
be so much worthless junk. 

When we adhered to going concern 
values, when we frowned upon the an- 
ticipation of profits and losses, when we 
recognized only two kinds of surplus, 
earned and paid in, when we refused to 
enter surplus resulting from reappraisal, 
and when nothing was permitted to af- 
fect the earned surplus account except 
through the medium of the profit and 
loss account, financial statements had a 
real value in credit analysis work. This 
was particularly true when such state- 
ments were prepared by unbiased, im- 
partial, reputable, accredited accountants 
possessing the necessary technical skill 
and ability to audit and prepare state- 
ments. (Continued on page 35) 
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ost and found-guilty! 


s A half-dozen aliases were employed by this nimble debtor 


to confuse his creditors but F. P. D. investigators trailed him 


successfully. Now his “alias” is a number, not a name. 


by CHARLES J. SCULLY, 
Director, N.A.C.M.'s 
Fraud Prevention Dept. 


7 It may have happened that Irving 
~ 


Weisbrod, alias Ben Main, alias 

Ralph Medow, alias Ben Hart, alias 

G. Lee, alias J. Cohen, alias J. J. 
Gill, etc., devoted considerable time in 
reading over the classified advertise- 
ments appearing in the daily news- 
papers, particularly those listed under 
the heading “‘Lost and Found.” But 
if he spent any part of his day in so 
doing, it is a certainty that the words 
“and Found” must have failed to make 
any impression as subsequent events 
developed. 

This individual of many names was 
well known to the investigators of 
the Fraud Prevention Department of the 
National Association of Credit Men, but 
our subject appeared to have a charmed 
life as he never appeared prominently 
in any of the many schemes operated 
and consequently he was able to keep 
himself outside of the law’s grasp. 

Evidently arriving at a decision that 
he was too well known in New York, 
Weisbrod removed his activities to Chi- 
cago where, during the summer of 
1933, he opened a wholesale merchan- 
dise business at 408 South Wells Street 
under the name of “Pioneer Supply 
Company.” Orders for merchandise 
were followed by a financial statement 
showing a substantial net worth, all of 
which bore the signature of “Ralph 
Medow.” 

After receiving a considerable amount 
of merchandise, Weisbrod decided that 
the time had arrived for a fast move, 
one that would eventually find him reap- 
ing the spoils. He first saw to it that 
all marks of identification were removed 
from the merchandise received and then 
shipped it out of the premises under 
cover of darknesss. He made it a point 
to engage different truckmen on each 
occasion so that difficulties would be 
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met with if an investigation was ever 
made. 

Early in October, 1933, Medow, as 
we will now call him, cleaned out his 
entire place of business and departed 
for parts unknown without leaving a 
scrap of paper that would be of value 
in determining his contemplated destina- 
tion. He did, however, take the pre- 
caution to change the locks on his doors 
so that a further delay might be experi- 
enced in gaining access to the premises. 

On October 11th, 1933, Medow had 
succeeded in his purpose of losing him- 
self, insofar as his creditors were con- 
cerned. 

At the request of the Uptown Group 
of the Federated Textile Industries, 
through their secretary, Mr. A. A. Clune, 
the Fraud Prevention Department caused 
an immediate investigation both in Chi- 
cago and New York City. Mr. H. H. 
Bailey, their representative in the former 
city, obtained information to the effect 
that Medow had left Chicago for New 
York, at which point Mr. S. J. Cal- 
laghan was assigned to the case. 

About a week later an individual 
calling himself ‘“B. Main’ made a de- 
posit in a New York bank of a sizeable 
sum of money but his actions at that 
time aroused suspicions and several days 
later he was taken into custody by the 
New York police at a time when he 
was endeavoring to draw out his entire 
account. 

When interrogated by the authorities 
“Main,” who was first held on a charge 
of handling narcotics, was very reticent 
in furnishing any information regarding 
himself or his activities, but when con- 
fronted by Investigator Callaghan, of 
the New York office, admitted that he 
had operated the Pioneer Supply Com- 
pany under the name of Ralph Medow. 

In the interim, the aid of the Division 
of Investigation and the Police Inspec- 
tion Department were enlisted and a 
warrant of arrest was issued in Chicago, 
followed by an indictment by the Fed- 
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@ Outraged and indignant creditors 
can voice their anger, in regard to 
crooked bankruptcies, at creditors’ 
meetings; vigilant and aggressive in- 
vestigation of fraud, however, will dis- 
courage such acts decidedly. 


eral Grand Jury charging a violation of 
Section 215 of the U. S. Criminal Code, 
which covers the use of the mails in a 
scheme to defraud. 

Weisbrod, alias Medow, alias Main, 
used every legal effort possible to pre- 
vent removal to Chicago for trial but 
failed, and when confronted with the 
evidence obtained, entered a plea of 
guilty on January 26th, whereupon Fed- 
eral Judge Lindley sentenced him to a 
term of eighteen months imprisonment 
in the Federal Penitentiary at Leaven- 
worth, Kansas, to be followed by a pro- 
bationary period of three years. 

He who was lost was found, as was 
part of his loot. Although our “hero” 
lost himself to his creditors, their repre- 
sentatives found him. He found him- 
self guilty and we feel that he will have 
sufficient opportunity for a lengthy time 
to scan once more the ““Lost and Found” 
columns and that this time he will be 
impressed by all three words—not 
merely the first. 
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ato check financial statements 


4 to prevent bankruptcy rackets 


Sto maintain credit’s integrity 


by MAXWELL S. MATTUCK, 
Attorney at Law, 
New York, N. Y. 


Over the period of the last few 
years reports indicate a constant de- 
\y cline in the number of bankruptcies. 
This was accompanied by a similar 
decrease in the number of crooked bank- 
ruptcies and bankruptcy ‘“‘rackets.’’ 
With the seeming indication, how- 
ever, that credit expansion is in the 
offing, with the probability of easier 
credit in any and all business lines, a 
word of timely warning might perhaps 
be given to those whose duties are in any 
way related to the checking of credits. 
Now it might well be said that there 
is a real distinction between a crooked 
bankruptcy and a bankruptcy “‘racket.”’ 
The former classification can better be 
used to describe the ordinary case where 
an individual conducts a legitimate busi- 
ness enterprise over a considerable period 


of time, finds it necessary or convenient 
to go into bankrupicy and in doing so 
makes off with, or conceals, assets which 
probably should go to his. creditors, or, 
to be more technical, to the receiver or 
trustee in bankruptcy. 

The law requires that the bankrupt 
must turn over all his assets, and his 
failure to do so constitutes the ordinary 
case of “concealment of assets.’” Busi- 
ness men, presumably of standing in 
the community, of more or less reputa- 
tion for honesty, and almost invariably 
with no criminal record of any kind, 
do not scruple to “pull” these crooked 
bankruptcies. 

The bankruptcy “racket,” however 
similar it may be in effect on the pocket- 
books of creditors, is both in concep- 
tion and execution a “horse of a differ- 
ent color.” Whereas with respect to 
the ordinary crooked bankruptcy reason- 
able excuse can be pleaded in extenua- 
tion of the extension of credit, such 
credit extension in the case of a bank- 


ruptcy racket has often times been de- 
plored by both credit men and by courts 
as being almost inexcusable. 

Now what are these ‘rackets’? How 
do they start? How do they operate? 
How can they be recognized ? 

Long before “racket” became a word 
of common use to describe almost any 
activity which did not, for one reason 
or another, meet with the approval of a 
particular person attempting a descrip- 
tion of the activity, the Fraud Pre- 
vention Department of the National 
Association of Credit Men had already 
catalogued certain types of business op- 
erations as genuine “rackets.” These 
operations were definitely classified as 
fraud schemes under the law, and often 
were prosecuted under the so-called 
Federal Mail Fraud Statutes, entirely 
independently of any bankruptcy law 
violation. 

The gist of this offense, without be- 
coming too technical, is the purchase of 
merchandise on credit without any 
honest present intention to pay. In 
other words, the procuring of credit is 
the first step in a scheme concocted for 
the purpose of making off either with 
merchandise or cash, and the carrying 
out of such a scheme, if followed by 
the use of the mails, is a crime under 
the Federal Mail Fraud Statute. Under 
the state law it may be a larceny or the 
obtaining of property by false pretenses, 
but since it usually involves numerous 
victims and is quite widespread in its 
ramifications, it can (Cont. on page 40) 



















A commercial 


frauds 


court 


New York’s unique court for disposition of cases 


involving false financial 


by EUGENE B. McAULIFFE, 
Asst. County District Attorney, 
New York, N. Y. 


The Commercial Frauds Court of 
New York County is held the first 
lu week of every month. The pur- 
pose of holding a special court 
known as the Commercial Frauds Court 
is to permit the various credit associa- 
tions of sections 1293b and 2354 of 
their own—a place where they can pre- 
sent cases of a criminal nature to a 
judge who is in sympathy with their 
problems and who understands books 
of account. 

The writer has been presenting all 
of. the cases that have been tried in this 
court for the last five years and. is of 
the opinion that the time is not far off 
when this court will be compelled to 
sit five days a week for the full court 
year. This is due to the alarming 
increase of frauds in the commercial 
world. 

At the present time the great bulk 
of the cases tried consists of viola- 
tions of sections 1923b and 2354 of 
the Penal Law. Section 1293b is di- 
vided into three subdivisions and the 
violation of each subdivision is a mis- 
demeanor punishable by imprisonment 
for not more than one year or by 
a fine of not more than one thousand 
dollars or both fine and imprison- 
ment. The first subdivision makes it 
a misdemeanor for one to knowingly 
make or cause to be made, either di- 
rectly or indirectly, any false statement 
in writing, with the intention that it 
be relied upon, for the purpose of ob- 
taining the payment of cash or the 
making of a loan or credit. A careful 
examination of the wording of this sub- 
division will show that the mere making 
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trade-mark 
counterfeits, and petty forgeries is described here 


statements, 


of the statement is a violation in itself 
and that it is mot necessary to obtain the 
aforementioned cash or credit. 


The second subdivision is violated by 
one, who knowing that a false statement 
has been made procures, upon the faith 
thereof, either of the things mentioned 
in subdivision one. In other words, the 
accountant or bookkeeper who made 
the statement would be guilty of vio- 
lating the first subdivision, whereas the 
merchant who obtained the credit would 
be prosecuted for violating the second 
subdivision and if he was instrumental 
in the making of the statement would 
be guilty of both. 

The third subdivision is violated by 
one who, knowing that a statement in 
writing has been made, represents on a 
later day, either orally or in writing, 
that such statement theretofore made, 
if then again made on said day, would 
then be true, when in fact said state- 
ment if then made would be false, and 
procures upon the faith thereof cash or 
credit. 


If the defendant sends the false state- 
ment through the mails he may also be 
prosecuted by the Federal District At- 
torney for using the mails to defraud, 
but in recent years the federal prose- 
cutor has been referring all such cases 
to the county prosecutor unless there is 
a concealment of assets on the part of 
the bankrupt. 


In some of the cases involving the 
making of a false financial statement 
the proof is comparatively easy because 
of the fact that the statement does not 
agree with the books of the defendant. 
In other cases the problem of the prose- 
cution is more difficult because an ex- 
amination of the books reveals the fact 
that they are in accord with the state- 
ment. In cases of this kind it is the 
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writer's experience that he is dealing 
with real criminals and that the de- 
fendant, unless he has a knowledge 
of accounting, has had the assistance of 
some unscrupulous accountant, and that 
together they have laid plans for the 
making of the false statement. 

The other side of the Commercial 
Frauds Court involves the violation of 
section of 2354 of the Penal Law. This 
section has to do with offenses against 
trade marks. Under this section de- 
fendants have been successfully prose- 
cuted for the use of imitation trade 
marks in connection with spurious ar- 
ticles, such as foods, medicines, per- 
fumes, cosmetics, clothing and other 
well-advertised articles of trade. There 
have been prosecutions for the manuv- 
facture and sale of spurious aspirin 
tablets, Bromo Quinine, Listerine, Jad 
salts, Eveready Prestone, an anti-freeze 
for use in automobiles, Duco polish, 
pillow slips, and in most of these cases 
it has been well nigh impossible to tell 
the original from the counterfeit. 


A great many frauds are practiced 
upon merchants in cases involving the 
hypothecation of accounts receivable. 
The unscrupulous merchant in this class 
of case first makes a loan upon assigned 
accounts receivable reserving to himself 
the right to collect the accounts, and 
upon the collection of same appropri- 
ates the proceeds to his own use, thus 
collecting the account twice. This is 
plain larceny and is prosecuted as such. 


Another type of case is the one where 
the defendant obtains goods on consign- 
ment or memorandum, sells the goods 
and refuses to turn over the proceeds 
to the consignor. A defendant who 
does this is also guilty of larceny. 

The merchants associations of the va- 
rious industries are beginning to realize 
that if they are to stamp out all of the 
aforementioned frauds they must extend 
the time of the Commercial Frauds 
Court so that they may bring their cases 
into that court every court day of the 
year instead of only for the first week 
of very month. This will require con- 
certed action on the part of the honest 
merchants. At the present time there 
is a movement on foot to accomplish 
this purpose and it may be necessary 
to pass legislation on the subject. 

All of the trade associations should 
get behind this movement because they 
will have a real Commercial Frauds 
Court working vigilantly every day to 
protect the merchant who is trying 
to conduct his business in an honest 
manner and there will be a saving of 
millions of dollars. 
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Bankruptcies less in 1932-33 


On this page and the page fol- the third column have been carried over continue to mount during the period, 
lowing, CREDIT AND FINANCIAL from last year. Those making such com- however, by almost $400,000,000.00 to 
ly MANAGEMENT presents its annual parisons will be both pleased and dis- reach a total of $1,627,066,244.68. 
summary of the bankruptcy statistics mayed, however, for while there have Amounts realized showed a cor- 
from the report of the Attorney General been some drops in certain items, others responding rise from approximately 
of the United States. have risen in decidedly decisive fashion. $85,000,000.00 to $115,000,000.00 and 
As an aid to those wishing to check There was a drop of almost 8,000 in fees and expenses of administration 
this report’s figures with last year’s for the number of cases filed during the fiscal went up by $6,000,000.00 to more than 
purposes of comparison, the figures in year ending June 30, 1933. Liabilities $24,000,000.00. 











STATISTICS OF BANKRUPTCY PROCEEDINGS FOR FISCAL YEAR 1933 THE FISCAL YEAR 1932 


Summary for the United States 


A ee 
1, Pending at the close of previous fiscal year. . 
: Comaloded “dering? feval’ y year, including wae" 
’ ns 
4. Pending close of fiscal year.............0. 22020005 


fe 


Nature of business of bankrupt in cases concluded (including 
petitions dismissed and compositions confirmed): 
7. Farmer. 


B. Liabilities: 


1. Represented by priority, secured, and lien claims.... . 
2. Represented by [ aalineel Gales whieh heey bese 















~ $441,658,173.94 | $134,085,911.80 | $575,744,085.74 || $396,021,525.59 |  $86,227,510.95 | $482,249,036.54 




























































and allowed. . 262, 169,670.28 257,460, 147.56 519,629,817.84 201,152,402.76 178,655,135.02 379,807,537.78 
3. Represented by unsecured claims, : as shown by sched } 
ules, which have not been proved. . .. | , 470,868,797.59 60,823,543.51 531,692,341.10 | — 337,865,771.46 60,307,357.82 398,173, 129.28 
4. Ss sris aera toce oars stands me an uous ocnercyne of Ge 452,369,602.87 1,627,066,244.68 935,039,699.81 325, 190,003.79 1,260,229,703.60 
C. Amounts realized: 























1. Total exons sation or peasived ty pombals, 10- 
ceivers, trustees, and referees 
2. Detel eanpeds Gietaesed tn cundest i business. 


D. Distribution of net assets as shown above (C 3): 
, Posent of administration, bel 
Stele as analyzed below. 


‘aes 93,574,830.46 145,004,783.04 | 39,303,324.78 58,285,295.41 97,588,620.19 
722,935.36 23,492,914.49 29,215,849.85 4,504,681.62 7,506,731.50 12,011,413.12 


45,707,017.22 70,081,915.97 115,788,933.19 34,798,643.16 50,778,563.91 | 85,577,207.07 





































13,883,409.93 24,109, 177.69 10,198,717.67 18,682,917.93 






10,225,767.76 
506,685. - 
































| 
account of or in — of aera 657,205.34 1,163,891.32 | 224,823.84 
H Paid to nr oe. oon en credi ee 18,307,152 18,574,882.59 36,882,035.01 | 13,828,772.92 
¢ wd to 15,613,713. is 34,786,721.49 50,400,434.64 24,145,442,54 
780,545 1,865,888.18 2,646,433.58 1,940.981.72 
6. Ddiotabated balance, if any.. 273,182.51 313,808.44 586,960.95 439,825.22 
7. Total...... 45,707,017.22 70,081,915.97 50,778,563.91 











E. Analysis of fees and expenses of administration (item D 1): 
1. Paid to referee on account of Gestpeay nator, a 
























































cluding filing fees paid by clerk of court: 
) eS a ener aang deine, . 440,767.81 427,053.29 
»} Fees as special moa, 7 ae. 58,673.14 
Other fees, if any. . 15,590.83 
2. Paid to referee on account of "as s follows: 
a) For printing and ad 38,335.10 
b) For traveling expenses. . 39,201.60 8,213.61 
c) For office, clerical, and ail other expenses... 1,375,074.69 | 397,314.92 1 ,267, 517.30 
3. Paid to marshals, receivers, and on account nt of 
pee ome sonra bed fee of 1,525,464.91 3,259,337.56 1,206,033.53 1,366,398.75 2,572,432.28 
4. Paid to attorneys on account 3,230,011.64 8,130,128.45 | 2,788,757.17 4,247,625.75 7,036,382.92 
5. All other expenses of paw a meal 3,715,004.60 9,878,444.63 | 2,952,862.29 3,639,512.28 6,592,374.57 








6. Psa 0kt tb MED de kdb Agdatas 09540545 « 10,225, 767.76 18,682,917.93 


oT eee 
k 1 seme sine peee ener eee nia 
ppraised value of debts of bank- 
rupt which was ste Ueeetie court 
$. Filing fees paid Uy elack of court to relures Eichves ee 
G. No-asset cases included in this report: 


1. Number of cases : 
a Total fees and expenses of referee (se. E.) in such no- 





10,198,717.67 

















20,979,958.51 


37,065,271.54 
762,404.42 


1,282,312.47 
6,983,017.91 
83,872.50 


18,580,074.85 


590,792.56 
760,712.87 


1,470,520.42 
6,506,747.57 
79,880.00 



























H. Wanthte ot saoveacetectet, Sli stare Shed ta ferns peapetie, 
in which filing fees were not afterward paid.......... 
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Failures in 


last six months 


of 1933 lower than in 1928 


Analysis of business failures in the 
United States as submitted to National 
Recovery Administrator Hugh S. John- 
son shows a marked decline in commer- 
cial mortalities during the last six 
months of 1933 as against the records 
of the same periods in 1932 and 1928. 

Especially interesting in view of the 
claims recently made that small busi- 
nesses have been squeezed under N.R.A. 
codes, is the finding in the analysis, 
made by Division Administrator A. D. 
Whiteside, that the decline in failures 
was sharper among such small businesses 
than in the larger groups. 

The analysis is included in Mr. White- 
side’s preliminary report of plans for 
the study to which he and Colonel 
Robert Hiester Montgomery, chief of the 
research and planning division, were re- 
cently assigned by General Johnson—to 
determine methods of liberalizing the 
extension of monetary credit for the 
benefit of industries and trades operating 
under Codes. 


Inasmuch as no Codes became effec- 
tive before July 1, 1933 and the Presi- 
dent’s Reemployment Agreement did not 
become effective until August 1, the Na- 
tional Industrial Recovery Act could not, 
Mr. Whiteside pointed out, have con- 
tributed to business failures prior to 
July 1. 

In the last six months of the year, it 
is disclosed, the failure total was 6,805 
lower than the total during the same 
period in 1932 and 3,420 below the 
total for the last half of 1928, a decline 
of 47 per cent from 1932 and 31 per 
cent from 1928. 

“The year 1928,” asserted Mr. White- 
side, “was one of good general business 
conditions and relatively low commercial 
mortality.” For that reason it is partic- 
ularly significant that the failure totals 
of the last six months of 1933 were 
under those of the last six months of 
1928. 

The monthly comparative figures are: 

1933 1932 1928 








il 1470 2543 1867 
August ............ 1530 3105 1862 
September Fieette 1040 2054 1563 
October ............ 1244 2049 2201 
November ........ 1308 2440 1696 
December ........ 992 2198 1825 
Totale. Alice: 7,584 14,389 11,014 


Another table, signi t because of 
its showing that while the rate of decline 


in failures affected all industry from the 
very large to the very small the highest 
total declines occurred in two groups of 
smaller concerns having liabilities of less 
than $25,000. Of the total decrease of 
6,805 from the 1932 period, 5,325 or 
78 per cent was in those two groups, in- 
dicated in the table below: 


Liability Group 1933 1932 Decrease 
Under $ 5,000 2,856 5,130 2,274 
$5,000 to $ 25,000 3,324 6,375 3,051 
$25,000 to $100,000 1,046 2,146 1,100 
Over $100,000 358 738 380 


Total 7,584 14,389 6,805 


A chart of failures in the eight major 
geographical divisions of the United 
States shows not only the significant fact 
that the declines are most marked in the 
great industrial areas, for the last half of 
1933 as compared with 1932, but it 
shows, for each area and each state, 
fewer failures for 1933 than for 1928. 

Another compilation by divisions of 
industry shows the same uniformity as 
the other charts and tables, in that in all 
lines from heavy manufacturing to small 
retailing and service, the 1933 totals are 
very much under 1932 and well below 
1928. 

An “Insolvency Index and Bank 
Clearings Chart,” a sensitive barometer 
of business conditions, shows a very low 
level in reflecting the actual failure totals 
during the last half of 1933. It shows 
a sharp drop in December, 1933, in com- 
parison with an abrupt rise in December, 
1932. It also shows a strong gain and 
final steadiness in bank clearings during 
the last half of 1933. 

“But,” continued Mr. Whiteside in 
his report, “‘as we are vitally interested 
in preventing failures which may be at- 
tributed to undue hardships imposed by 
the codes, we are concentrating, as you 
instructed me to do, upon observing the 
current effect of the provisions of the 
codes on the smaller units. 

“The mortality records from January 
1, 1934, on will include the following 
facts: | 

“1. The code under which the in- 
solvent concern operated, or 

“2. If not under a code, did the con- 
cern operate under the President's Re- 
employment Agreement, with or without 
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modification, or 

“3. Was the concern unaffected either 
by an Industrial or a Trade Code or by 
the PRA. 

“A complete record of every insol- 
vency in the United States will be main- 
tained from January 1, 1934, on. This 
will be segregated and tabulated accord- 
ing to code names, without codes or ac- 
cording to the PRA. 

“The list of concerns failing in each 
Industrial or Trade group will be filed 
every two weeks with the Code Author- 
ity administering the Code under which 
the concern has operated, and an analysis 
of the cause of each failure will be sub- 
mitted to each Code Authority. 

‘‘A complete tabulation of all failures 
by Codes will be analyzed every two 
weeks and a detailed report will be sub- 
mitted to you. 

“As your purpose is to prevent fail- 
ures caused by undue hardship imposed 
by the provisions of codes, the condition 
of all concerns reporting that they can- 
not operate under the provisions of the 
codes affecting their line will be con- 
sidered. 

“Steps will be taken to assist those en- 
titled to monetary consideration. We 
are at present working with the financial 
agencies of the government along these 
lines. It should, however, be definitely 
stressed that under existing circumstances 
most incompetent concerns and those 
which would not under any circum- 
stances be able to carry on because of 
natural conditions beyond the control of 
this Administration, will claim that their 
difficulties are due to the activities of the 
NIRA. 

“During the past three or four months 
I have been peculiarly sympathetic 
toward requests for exemptions where 
it appeared that undue hardships were 
imposed by provisions of the code, par- 
ticularly on the small business units. 

“In several instances the Code Au- 
thorities have granted exemptions while 
in others it was obvious that the condi- 
tion of the petitioning concern had not 
been due to the action of the codes. 

“It should be clearly understood that 
the NRA cannot be expected to be a 
shield for incompetency, and that under 
the most favorable conditions the incom- 
petents will fall out, or it will be evident 
that the conditions imposed by the codes 
are so favorable to industry or trade that 
the consumers of this country will pay 
an exorbitant price to maintain the sol- 
vency of less than one per cent of those 
engaged in business, which are incom- 


petent.” 
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The dollar: 


revised edition 


a What is this new dollar? Is it “good” money? Why devaluation? 
Is stabilization necessary? How will the policy affect business? 


Here are opinions: sound . 


constructive . . . enlightening. 


by DAVID A. WEIR, Assistant Executive Manager, N.A.C.M. 


have been more “money-conscious”’ 

during the past year than at any 

time since the hectic political cam- 
paign of 1896 when the Bryan slogan 
“Sixteen to One’ was being expounded. 
Of course we are always “money-con- 
scious” in the sense of wondering how 
to get more dollars. Under normal con- 
ditions, however, most of us give little 
consideration to the nature of the dol- 
lars for which we are striving. 

After months of debate pro and con 
regarding inflation, stabilization, gold 
standards and all of the other terms 
which apply to monetary policy, we now 
have at least a partial answer to what the 
policy is to be. We are to have a gold 
bullion standard accompanied by de- 
valuation and, at least temporary, stabil- 
ization. Briefly this means that our new 
dollar has its value measured in terms 
of gold without the circulation of gold 
coins; and that for the present at least, 
the weight of the gold dollar in making 
these measurements is to be a little less 
than 60% of its former weight. 

Certain questions naturally arise re- 
garding this new dollar. First, is the 
new dollar good money? Second, is its 
present content to be considered as per- 
manent? Third, why have devaluation ? 
Fourth, why is stabilization of the dollar 
important? Fifth, what are the possible 
and probable effects of the new dollar 
on business ? 

The first question which naturally 
arises in attempting to gauge the likeli- 
hood of benefit being derived is whether 
or not the new dollar is a “good” dol- 
lar. The answer to that question is 
comparatively easy. The dollar is good 
as long as the credit of the government 
is good and as long as the issuance of 
’ currency is kept within reasonable limits. 
It is well to remember that the currency 
in circulation, even though it has some 
gold backing, is a form of credit paper. 


ie people of the United States 
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Most of its value must depend upon 
the credit standing of the government 
which issues it. If this credit standing 
is jeopardized by the government con- 
tracting bills which it cannot pay or by 
the government imposing so heavy a 
burden of taxation as to stifle buying 
power, then the monetary unit decreases 
in value. While we are stretching our 
governmental expenditures to a tre- 
mendous degree at the present time, it is 
not generally felt that we have reached 
a danger point which would destroy the 
credit of the country. There is also a 
feeling of greater assurance that we are 
not likely to indulge in extensive cur- 
rency inflation. Since these two facts 
are true, we may still feel that the United 
States dollar is “‘good”” money. 

The second question has to do with 
the permanency of the new dollar con- 
tent. Provision has been made where- 
by the dollar content may be varied to 
a limited degree. The amount of varia- 
tion is indicated by the fact that the 
weight of the dollar may be any place 
between 50 and 60% of its former 
weight. If there should be later changes 
within these limits, it is presumed that 
the basis for change will be the attempt 
to stabilize prices at some certain level. 
We have provision, therefore, for a 
modified form of the commodity dollar. 
It seems unlikely that there will be any 
very great change in weight within the 
near future. Since this is true and since 
the limit of possible change is so defi- 


nitely set, there is little present need for” 


worty in regard to the dollar's stability. 

There are many who had hoped that 
the stabilization might be at the old 
level. However, those responsible for 
our monetary policy felt that stabiliza- 
tion would have to be accompanied by 
devaluation. In taking this attitude they 
had several ideas in mind. First, the 
contention was that stabilization at the 


old level would impose an unfair ad- 
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vantage upon debtors whose debts had 
been contracted at a time when the value 
of the dollar in making purchases was 
much less than it is at the present time. 
Second, the sponsors of the devaluation 
plan have contended that some increase 
in prices is necessary as a stimulus to 
business activity. 

The line of reasoning which led to 
the conclusion that business activity 
might be stimulated by dollar devalua- 
tion is the following: the decrease in 
the weight of the dollar makes it pos- 
sible to have more money in circulation 
while providing at the same time for a 
degree of gold backing in our monetary 
system. Since the law of supply and 
demand applies to money, an increase in 
the amount of money in circulation will 
tend to decrease the purchasing power 
of each dollar. Such decrease in pur- 
chasing power means higher prices. Of 
even greater importance is the fact that 
the greater number of dollars will pro- 
vide a basis for credit expansion and 
that this may stimulate price increases. 
As prices increase the prospective pur- 
chaser of goods is encouraged to buy 
particularly if he feels that there will be 
a continued upward swing in the price 
level. 

The above represents the theory of 
what may be expected from the new dol- 
lar. Whether or not this theory will 
be translated into actual results _no one 
can definitely predict; for there are 
other highly important factors, in addi- 
tion to the dollar content and the amount 
in circulation, which affect prices. 

Business has felt the need for dollar 
stabilization. Without some stabiliza- 
tion of value business operations are 
carried on under a tremendous handicap. 
As long as there is no certainty regard- 
ing the value of the dollar or as long as 
fear exists that there will be any extreme 
type of monetary inflation, a highly 
speculative element is introduced into 
normal and usual business relationships. 
This speculative element is intensified 
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where business operates largely upon a 
credit basis. This point may be empha- 
sized by comparison with the condition 
which would exist if goods were sold 
on credit with the understanding that 
the price to be paid for the goods would 
be settled upon at the time when the ac- 
count is due and payable. 

Suppose for example the seller of 
goods should make delivery with the 
understanding that the account was to 
be paid in ninety days but with lack of 
any understanding as between buyer and 
seller as to whether the amount to be 
paid was six hundred or eight hundred 
or a thousand dollars. Under such con- 
ditions both buyer and seller would be 
attempting to cafry on business in an 
almost impossible way. The seller would 
have no assurance as to the amount he 
was to receive and would not, therefore, 
be in a position to figure with any de- 
gree of accuracy the value of his re- 
ceivables or the amount of cash he 
would later have for meeting of his own 
obligations. The purchaser of goods 
would not be able to estimate any sell- 
ing price for the resale of the product, 
with any degree of assurance that it was 
the right price. The natural thing under 
such conditions would be to keep pur- 
chases of goods at the minimum level 
absolutely necessary for immediate use. 
Under these circumstances, therefore, 
with both buyer and seller being afraid 
to make commitments for the future, 
we would have a condition closely ap- 
proaching business stagnation. 

This is not at all dissimilar from the 
condition existing when the buyer and 
seller are uncertain as to whether the 
dollars they are to later receive will have 
a 60 or 80 or 100% purchasing power 
in comparison with the present purchas- 
ing power of the money. The result 
would be pretty much the same; namely, 
the feeling that it was dangerous to both 
to make commitments for purchase of 
goods very much in excess of immediate 
needs. Business has been suffering from 
exactly this condition and some stabili- 
zation of the dollar is, therefore, most 
encouraging. 

The most immediately important ques- 
tion and the one which is the most diffi- 
cult to answer has to do with the 
probable effect upon business of the new 
dollar. In considering this question we 
need to make a distinction between its 
effect on export trade and upon do- 
mestic business. At the present time 
the devalued dollar is a favorable factor 
in our foreign trade. With the dollar 
worth less in terms of foreign money, 
those abroad can buy from us by the 
expenditure of a lesser number of 
pounds or francs. If one pound sterling 


can be exchanged for $5 worth of mer- 
chandise, there is obviously more chance 
of foreign importers purchasing goods 
here than there would be if one pound 
could be exchanged for only $4 worth of 
merchandise. This advantage, however, 
may be only a temporary one since there 
are two factors which might change our 
favorable position. The first would be 
so rapid an increase in the prices of our 
goods in comparison with prices in other 
countries that our present advantage in 
exchange would be offset. The other 
factor which might destroy our ad- 
vantage would be a contest among the 
nations of the world in which each na- 
tion would devalue its own money. This 
would be an international competition 
in cheapening of monetary units which 
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would ultimately be disastrous for every- 
one. For that reason it would seem 
that the next logical step might well be 
concerted effort toward international 
stabilization of monetary units. 

As applied to our domestic situation, 
the answer to the question regarding the 
effect of the new dollar, is likely to de- 
pend greatly upon the position of the 
person giving the answer. Those who 
would most naturally question the benefit 
of the policy are holders of bonds and 
mortgages or of any form of securities 
having a fixed rate of interest and a 
fixed maturity value in terms of dollars. 
The dollars received will have less pur- 
chasing power, if devaluation brings in- 
creased commodity prices. The claim 
is made, however, that there will be 
some value derived even by this group 
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since it is hoped that the new policy 
will increase the chance of interest and 
principal being paid. The contention is 
that even a devalued dollar is better than 
none at all. 

‘Any general benefit from the policy 
of devaluation and stabilization must de- 
pend upon whether increased prices and 
greater certainty regarding the value of 
our medium of exchange give to busi- 
ness the stimulation necessary for the 
employment of men and the building of 
purchasing power. Unless it does that 
no one will benefit. There will be no 
automatic benefit even to the debtors 
whom many have assumed would cer- 
tainly be helped. The new dollar will 
not help the farmer, for example, to 
pay his debts unless there is a sufficient 
stimulation in business so that the 
farmer is enabled to sell more products 
at a price which will give him a profit. 

Much as we may try to do so, we 


cannot get away from the fact that 


profits are necessary to business prosper- 
ity and to improved social conditions; 
and that no monetary arrangement or 
system can of itself assure profits. Re- 
cently a radio speaker was quoted as 
having said that “the ideal of the Na- 
tional Recovery Administration is hu- 
manity first and profits afterward.” As 
an ideal, all will agree that this is a 
ptaise-worthy statement. As a practical 
matter there is a grave doubt as to how . 
such an ideal would work if the state- 
ment meant that opportunities for mak- 
ing reasonable profits from the conduct 
of business were to be subordinated, for 
any long period of time, to the ideal of 
humanitarian advancement. Humanity 
cannot be served for long without pro- 
duction and sale of goods. Such produc- 
tion and sale will not continue for long 
unless there is a reasonable opportunity 
for profits in connection with those ac- 
tivities. It would seem, therefore, that 
the practical ideal is one in which hu- 
manitarianism and profits must be con- 
sidered as going hand in hand. To 
assume otherwise may be good senti- 
mentality but it is not good sentiment. 
The answer, therefore, to the question 
as to whether dollar stabilization and 
devaluation are good policy will depend 
largely upon whether or not they provide 
a way of fostering the return of profit- 
able business operations, with business 
pursuing a more far-sighted policy in 
the distribution of income in such a 
way as tO maintain purchasing power. 

It is a fortunate thing that the country 
has become more conscious of the exist- 
ence of a relationship between our mone- 
tary standard on-the (Cont. om page 43) 
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Indexing overdue accounts 


“The credit man is one of the few forced to operate 
without any knowledge of current conditions 
surrounding the ‘commodity’ he is handling’ 


by Dr. ROBERT RIEGEL, Director, Bureau of Business and Social Research, University of Buffalo 


when there is such a wealth of sta- 

tistical information on all phases of 

business activity, there is such a 
dearth of knowledge respecting the cur- 
rent results of extending commercial 
credit. Although we are kept posted on 
the production, prices, sales and profits 
of a multitude of industrial and commer- 
cial activities, practically no information 
is available as to the scope the cost or 
the results of “commercial credit.” Yet 
this is certainly an extensive, important 
and sensitive branch of the field of 
credit. 

I know of only two estimates of the 
total volume of commercial credit. In 
1925 Carl Snyder: estimated that bonds, 
mortgages, bank loans, commercial paper 
and commercial credit (book accounts) 
together aggregated about 130 billion 
dollars. Of this, book accounts may, by 
an elimination process, be calculated to 
contribute approximately 12 billion or 
9 per cent. In 1933 Evans Clark? esti- 
mated that total debts in the United 
States totalled around 234 billion dol- 
lars, of which 104 billion dollars con- 
stituted short-term debts, and of the 
short-term debts, 15 billion dollars were 
current liabilities of incorporated and 
unincorporated businesses and financing 
by commission men. If it is permissible 
to use the term for the latter rather mis- 
cellaneous category, ‘commercial credits” 
thus formed 6 per cent of the total debt 
and 14 per cent of the short-term debt. 
For numerous reasons this latter set of 
figures does not adequately portray the 
importance of commercial credit. There 
is space here to mention only two 
reasons. The total debt given includes 
governmental financing as well as pri- 
vate, and the liquidation or “turnover” 


It seems strange that in these days, 
. 


-of commercial credit is more.rapid than 


for many other types of private debt. 
Although “commercial credit” is so 
important by reason of its extent and 
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rapid turnover, there is less known 
about its current condition than about 
any other division of the field of credit. 
No information is obtainable as~to its 
average cost, mo accurate estimate can 
be made of its extent, no current sta- 


_ tistics are furnished as to the losses on 


such debts. Snyder stated that ‘The 
amount of such credit is quite incal- 
culable, but its volume is very large; 
and it is known to vary pretty closely 
with the swings of business.” Clark 
says, “A dozen different credit and 
banking authorities were asked for es- 
timates of the total current liabilities of 
all business concerns, but none of them 
had the data.” This is in striking con- 
trast with credit extended by banks, on 
which comprehensive and prompt in- 
formation is readily available. 

Not only is the field of commercial 
credit extensive in scope but it is easy 
to believe that it is also the most sensi- 
tive of the various forms of credit. Any 
acceleration of the wheels of industry 
and trade might naturally be supposed 
to be first manifested in additional pur- 
chases and an increase in book accounts. 
When industry and commerce improve 
the retailer, wholesaler and manufacturer 
begin to buy more and begin to pay 
more promptly. There is probably a 
faster turnover in goods and conse- 
quently a quicker liquidation or faster 
turnover of book accounts. On the 
other hand, when prosperity is about ex- 
hausted, when the crisis approaches and 
sales are about to decline, employment 
to diminish and the lean months of the 
business cycle have their inception, more 
and more debtors presumably become 
“slow pay” and more and more book 
accounts become “overdue.” 

But all this is mere supposition. The 
only known fact is that the credit man 
is one of the few types of business men 
who is forced to operate without any 
knowledge of current conditions sur- 
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rounding the “commodity” he is hand- 
ling. He has no notion whether the 
amount of credit extended in his in- 
dustry this month exceeds or falls short 
of that extended last month. He knows 
what his own concern’s figures are on 
bad debts and overdue accounts, but has 
only the vaguest notion concerning the 
industry in general. He has no stand- 
atd by which to judge whether his re- 
sults are better or worse than the 
average. Many a credit man has been 
blamed for results which were more at- 
tributable to national factors beyond his 
control than to any weakness on his 
part. 

It can not be expected that perfect 
information on commercial credit can be 
obtained immediately. This is impos- 
sible because people must be educated 
as to its desirability or, as the business 
man would say, “sold on the product.” 
And it takes a business man with some 
imagination to have faith in a product 
which does not as yet exist. But the 
same was true ten years ago of other 
types of statistical information which 
are now regarded as common essentials 
of business management, such as in- 
formation on national income, statistics 
of production and sales, indices of 
wholesale prices, etc. Furthermore, our 
knowledge of what is desirable in the 
way of credit information is limited, be- 
cause material for study having been 
scanty, very little research has been 
done. Once started, however, informa- 
tion on credits will grow rapidly, be- 
cause there is a need for it. 

It seems obvious, in spite of our lim- 
ited knowledge, that it would be useful 
to know the proportion of overdue ac- 
counts to the total. accounts on the 
books, at regular intervals. With the 
object of making a beginning in credit 
information, and furnishing a picture 
of one phase of credit conditions from 
‘month to month, the Bureau of Business 
and Social Research of the University of 
Buffalo began to collect figures from a 
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CHART 1. RATIO OF OVERDUE TO OUTSTANDING ACCOUNTS OF THE 


SAME MONTH 


group of wholesale concerns in the 
Buffalo district in 1930. This was done 
with the cooperation of the Association 
of Credit Men of Western New York. 
A number of credit managers agreed to 
cooperate immediately, merely by writ- 
ten request. This list was extended and 
some additional cooperators obtained by 
a field agent of the Bureau interviewing 
credit managers and explaining the ob- 
jects. Buffalo concerns are very cooper- 
ative and have responded with very little 
solicitation. The figures have been col- 
lected continuously since October 1930, 
with some changes in the list of con- 
tributing concerns. 

The list of contributors comprised on 
January 1, 1931, 19 concerns, at one 
time included as many as 33, and now 
totals 24. The original 19 concerns had 
a volume of $6,400,000 of book ac- 
counts in January 1931, and on January 
1, 1934, 24 reporting concerns had a 
total of $5,500,000 of book accounts. 
The list comprises hardware, machinery, 
radio, electrical supply, clothing, dry- 


‘Carl Snyder, ‘*The Influence of the Interest Rate 
on the Business Cycle,’’ American Economic Review, 
December 1925. 

*Evans Clark, ‘The Internal Debts of the United 
States,"” Macmillan, 1933, Chap. X. 

*To produce comparable is not as simple 
as at first sight a. Unfortunately all concerns 
do not report wi out fail every month. Thus 23 
concerns may report in January and only 21 in 
February. Again 21 may report in March, but not 
the same 21 which reported in February. To com- 
ee any two given months it is y necessary to 
ave identical concerns for the two months in ques- 
fon oe is me practice s our peachy pau, 

¢ chart illustrating this article, however, 
have used 23 identical concerns for the 


months. For the preceding 10 ths of at ae 
would h : cod tha humane wT 


ave seriously red con- 

cerns available and nade the fluctuations more er- 
ratic. For the first 10 months, therefore, I have 
identical concerns for each two consecutive 
months, made a chain index of the month-to-month 


changes, and translated this to the base of November 
1, 1931, where the for the 23 identical con- 
cians begin, "When diate Gack sehen ee eae 


$ is against 

obtained from all concerns reporting each month, the 

oc 30. da 
accounts 

and 90 days produces results not greatly different 

from those given. The proper method woul to 

lag each concern’s 


term of credit for that concern, varying terms 
by concern. 


cerns, but among 
concern. Any solution must therefore be a 
Promise at present. If the industrial codes 
ardize credit terms the problem will be simpli 


goods, oil and paint, food product, 
gasoline and motor oil, rolling mill, 
auto accessory and building material 
concerns. 

Each of the reporting concerns re- 
ports on the first of each month the 
total amount of outstanding accounts on 
its books and the total amount of ‘‘over- 
due accounts,” in dollars. The Bureau 
totals the overdue accounts and divides 
this total by the sum of the book ac- 
counts reported, thus obtaining the 
“ratio of overdue to outstanding ac- 
counts.” A report is sent to each of the 
cooperating companies of the combined 
results, which are also published in our 
monthly Statistical Survey. We also 
publish the percentage gain or loss in 
outstanding accounts for whatever value 
it may have as an indication of fluctua- 
tions in sales, and to indicate whether 
the change in the ratio is due to slow 
pay or a sudden increase in the volume 
of accounts on the books. 

For the purpose of showing the re- 
sults I have drawn a diagram of the 


month to month changes in the ratio 
of overdue to outstanding accounts,* on 
two different bases: (I) the ratio of 
overdue accounts to the total outstand- 
ing accounts on the same date, and (II) 
the ratio of overdue accounts to total 
outstanding accounts on a date 60 days 
previous. 


It would seem logical that under sim- 
ilar conditions overdue accounts should 
bear a constant relation to total accounts 
outstanding.- An increase in the ratio 
indicates either slower pay or more 
liberal credit terms. Since accounts do 
not become due for 30, 60 or 90 days 
after sale, it seems more logical to com- 
pare the overdue accounts, not with the 
outstandings of the same date, but with 
the outstandings 30, 60 or 90 days 
prior. This is supported by Chart I, 
which shows that when overdue ac- 
counts are compared with outstanding 
accounts on the same date, large in- 
creases in outstanding accounts cause 
low ratios of overdue to outstanding ac- 
counts. In other words it appears that 


-considerable fluctuation in the ratio is 


caused by changes in sales rather than 
by changes in payments. 


In Chart II, consequently, I have 
compared the overdue accounts on the 
dates indicated at the bottom of the 
scale with the outstanding accounts at a 
date 60 days previous. For example, 
overdue accounts on March 1 are com- 
pared with outstanding accounts on 
January 1. This eliminates some of the 
extreme ratios shown on Chart I. It can 
be seen that the trend of the ratio is 
downward until January 1933. This is 
true even if the first few months are 
eliminated, which possibly they should 
be because of the small number of con- 
cerns reporting at (Cont. on page 46) 
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CHART II: RATIO OF OVERDUE TO OUTSTANDING ACCOUNTS SIXTY DAYS 
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U. S. Supreme Court unanimously 
declares future rent claims in 
bankruptcies are not provable 


The opinion of the United States 
Supreme Court in the cases of 
Mi Manhattan Properties, Inc. v. Irving 
Trust Company and Samuel R. 
Brown, et al., Vv. Irving Trust Company, 
published in full in this issue of the 
CREDIT AND FINANCIAL MANAGEMENT 
represents one of the most important 
victories ever won by the commercial 
interests of the country in support of 
sound credits. 

The point at issue was whether under 
the Bankruptcy Act of 1898 and the 
amendments thereto, the claim of a 
landlord upon rejection of a bankrupt 
tenant’s lease by the tenant's trustee is 


entitled to share ratably with other cred- 


itors in the distribution of the insolvent 
estate. 

Holding that such claims are not 
provable, the Supreme Court pointed 
out that for more than thirty years, the 
Circuit Courts of Appeals in six cir- 
cuits, and the district courts in another, 
have agreed that such claims are not 
provable and that the leading text 
writers on bankruptcy have so inter- 
preted the Act for a similar period of 
time. 

“From 1898 to 1932,” the Court 
says, “the Bankruptcy Act was amended 
eight times without alteration” of Sec- 
tion 63, which defines provable debts. 
“This is persuasive that the construction 
adopted by the courts has been accept- 
able to the legislative arm of the gov- 
ernment. * * * In this situation ‘only 
compelling language in the statute itself 
would warrant the rejection of a con- 
struction so long and so generally ac- 
cepted.’ Maynard v. Elliott, 283 U. S. 
273, 277. If the rule is to be changed 
Congress should so declare.” 

The court overruled the contention of 
the petitioning landlords that the clause 
contained in section 74(a) of the 
Amendatory Act of 1933 which reads: 
“A claim for future rent shall consti- 
tute a provable debt and shall be liqui- 
dated under 63(b) of this Act” is de- 
claratory of the law as understood by 
Congress,” stating that ‘‘there is no evi- 
dence to support this view, and it is 
inconsistent with long standing contrary 
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judicial construction.” 

The National Association of Credit 
Men, with the cooperation of the New 
York Credit Men’s Association, was 
permitted to file a brief in the United 
States Supreme Court in opposition to 
the landlord’s contentions through its 
counsel, W. Randolph Montgomery, 
with whom Edwin M. Otterbourg and 
Charles A. Houston, of the New York 
bar, were associated for this purpose. 

The decision of the Supreme Court, 
supporting as it does every contention 
made by the association’s counsel, is a 
clear indication of the association’s par- 
ticipation in the proceeding. 

Commenting on the case of Manhat- 
tan Properties, Inc., against The Irving 
Trust Co., as trustee in bankruptcy of 
Oliver A. Olsen Co. and Samuel R. 
Brown and others against the same com- 
pany as trustee in bankruptcy of the 
United Cigar Stores Co., Executive 
Manager Heimann said that this de- 
cision by Associate Justice Roberts was 
“of tremendous interest to general mer- 
chandise creditors.” 

“The National Association of Credit 
Men, in behalf of general merchandise 
creditors has been actively interested in 
this case as a friend of court, protesting 
allowance of landlords’ claims for total 
unexpired portions of leases. If these 
claims were provable, merchandise cred- 
itors would in many instances find the 
total provable claims, against the bank- 
rupt concern for goods sold, insignifi- 
cant when compared to the claim the 
landlord would file for lease rental, 
with inequity to merchandise creditors 
in the distribution of bankruptcy divi- 
dends. 

“One of the main objections of mer- 
chandise creditors to the provability of 
these claims was that it would seriously 
retard and restrict distribution at a time 
when distribution was highly desirable. 
Each and every credit executive would 
insist upon business houses reflecting 
contingent rent liabilities in their finan- 
cial statements, and this in turn would 
seriously impair the balance sheet ratio 


necessaty to credit acceptance. 
“The merchandise creditors,” Mr. 
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Heimann stated, “are unsympathetic 
with those who seek bankruptcy to 
avoid liability on account of leases, but 
he contends that if the landlords were 
allowed to prove their claim in full, a 
claim which is indeterminable with any 
degree of accuracy at the time of bank- 
ruptcy, it would result unfairly to the 
merchandise creditors.” 

But, despite the decision of the Su- 
preme Court the victory is not yet won, 
for there is now pending in the United 
States Senate a bill (H. R. 5884) which 
passed the House of Representatives on 
June 6, 1933, which, if enacted without 
amendment, would reverse the rules laid 
down by the Supreme Court and would 
make landlords’ claims for loss of future 
rent provable without limitation. 

This provision in the pending bill 
must be defeated, and the National As- 
sociation has made known to the Senate 
Judiciary Committee the objection of 
the credit interests of the country to the 
proposed legislation. 

At this writing the indications are that 
the objectionable provision will not be 
enacted without substantial modification. 


Mr. Justice ROBERTS delivered the opinion 
of the Court: 

These cases present the question whether 
a landlord may prove in bankruptcy for loss 
of rents aie in the future, where the 
claim is founded upon the bankrupt’s cov- 
enant to pay rent, and, in the alternative, 
upon his breach of a covenant that in event 
of bankruptcy, the landlord may reenter, and 
if he does, the tenant wil! indemnify him 
against loss of rents for tue remainder of 
the term. 

In No. 505 it appears that Oliver A. Olson 
Co., Inc., was the lessee of premises for a 
term of nine years and a months begin- 
ning February 1, 1928, and expiring October 
1, 1937. Defaults in payment of rent due 
February and March, 1932, were followed 
by an involuntary proceeding in which the 
company was, on March 18, 1932, adjudi- 
cated a bankrupt. The total rent reserved 
for the portion of the term subsequent to 

ptcy was $58,000, and, as the claim- 
ant asserted, the present rental value 
the leased premises for the remainder of the 
term was $33,000. The lessor filed its claim, 
one item being for loss of future 
rentals, which it asked to have liquidated at 
$25,000, the difference between the rent re 
served and the present rental value. 

The lease contained a covenant that if the 
tenant should default in the payment of rent, 
or abandon the premises, or if they should 
become vacant, the tenant become insolvent, 
or make an assignment for the benefit of 
creditors, or if bankruptcy proceedings should 
be instituted by or against the tenant, the 
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landlord might without notice reenter the 
premises; and after obtaining possession, re- 
let as agent for the tenant, for the whole or 
-~ part of the term, and from time to time, 
and: 

“The Tenant further agrees to pay each 
month to the Landlord the deficit accruing 
from the difference between the amount to 
be paid as rent as herein reserved and the 
amount of rent which shall be collected and 
received from the demised premises for such 
month during the residue of the term herein 
provided for after the taking possession by 
the Landlord; the overplus, if any, at the ex- 
piration of the full term herein provided for 
shall be paid to the Tenant unless the Land- 
lord within a period of six months from the 
termination of this lease as provided herein 
shall, by a notice in writing, release the 
Tenant from any and all liability created by 
this provision of the lease, which it is agreed 
the Landlord shall, at the Landlord’s option, 
have the right to do, in which event it is 
agreed that the Landlord and the Tenant 
shall have no further rights and liabilities 
hereunder.” 

The referee expunged so much of the claim 
as sought damages for loss of future rents, 
holding that it did not constitute a provable 
debt. The District Court and the Circuit 
Court of Appeals were of the same opinion.? 

In No. 506 premises owned by the peti- 
tioners were held by the bankrupt under a 
lease dated June 14, 1920, for a term to 
expire June 30, 1945. There was a covenant 
that on default by the lessee, or if it should 
be adjudicated a bankrupt, the lessor might 
enter and repossess the premises, 


“. .. and upon entry as aforesaid this lease 
shall determine, and the Lessee covenants that 
in case of such termination it will indemnify 
the Lessor against all loss of rent which the 
Lessor may incur by reason of such termina- 
tion, during the residue of the term above 
specified.” 

A voluntary petition was filed and an ad- 
judication entered August 29, 1932. Novem- 
ber 23, 1932, the trustee disaffirmed the lease, 
and three days later the lessors took posses- 
sion and proceeded to collect rents from the 
occupants of the demised premises; and 
January 13, 1933, they filed a proof of claim 
which as amended included an item of 
$4404.40, representing the difference between 
the rent accrued to the date of reentry and 
the collections from occupants during that 
period, and an item of $143,615.80, repre- 
senting the difference between the alleged 
rental value for the remainder of the term 
after reentry and the rent reserved in the 
lease. Petitioners made application for liqui- 
dation of their claim under Sec. 63 (b) of 
the Bankruptcy Act. The trustee moved to 
have the claim expunged and disallowed. 
The referee disallowed both items, and his 
action was affirmed by the District Court and 
the Circuit Court of Appeals.” 

The controversy hinges upon the interpre- 
tation of the following sections of the Bank- 
ruptcy Act: 

“Sec. 63. Debts which may be proved. 
(a) Debts of the bankrupt may be proved 
and allowed against his estate which are (1) 
a fixed liability, as evidenced by a judgment 
or an instrument in writing, absolutely owing 
at the time of the filing of the petition against 
him, whether then payable or not, with any 
interest thereon which would have been re- 
coverable at that date or with a rebate of 
interest upon such as were not then payable 
and did not bear interest; . . . (4) founded 
upon an open account, or upon a contract 
express or implied; .. . 

“(b) Unliquidated claims against the bank- 
rupt may, pursuant to application of the 
court, be liquidated in such manner as it 
Shall direct, and may thereafter be proved 
and allowed against his estate.’* 

“Section 1 (11). ‘Debt’ shall include any 
debt, demand, or claim provable in bank- 
ruptcy.”"* 


“Section 17. A discharge in bankruptcy 
shall release a bankrupt from all of his prov- 
able debts,” .. 5 

A majority of the Circuit Court of Appeals 
felt bound to follow its earlier decision In 
re Roth & Appel, 181 Fed. 667, which denied 
a landlord's right to prove a claim for future 
rents arising under a similar lease. The view 
there expressed was that the occupation of 
the land is the ‘consideration for the rent, 
and if the right to occupy terminates, the 
obligation to pay ceases; and the covenant to 
pay rent creates no debt until the time stipu- 
lated for payment arrives. Since many events 
may occur which will absolve the tenant from 
further obligation for rent, the claim is said 
to be too contingent, both because of the un- 
certainty at the date of adjudication that the 
lessor will reenter, and the doubt as to his 
suffering loss of rent if he should reenter. 

In the present case, one of the judges of 
the Court of Appeals held that Maynard v. 
Elliott, 283 U. S. 273, has settled the prov- 
ability of claims contingent in the sense that 
no sum is presently payable, thus destroying 
the principal ground of decision in re Roth 
& Appel, and that the estimation of the pres- 
ent worth of payments to be made in the 
future is no obstacle to the proof of a claim 
based upon an anticipatory breach. Central 
Trust Co. v. Chicago Auditorium Association, 
240 U. S. 581. 

The petitioners say the provability of 
claims for future rent is a subject on which 
the lower federal courts have been in dis- 
agreement. They argue that a claim for rent 
is founded upon a lease which is an express 
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contract within the words of Section 63 (a) 
(4). They rely upon the purpose of the 
bankruptcy law to bring in all contract 
creditors and to discharge all debts of the 
bankrupt, so that he may start afresh un- 
embarrassed by old indebtedness, and point 
to the hardship to an individual bankrupt of 
not discharging claims for rent which might 
well prevent his financial rehabilitation, and 
the unfairness to the landlord of a corporate 
bankrupt who, under the decision below, can- 
not prove upon his lease along with other 
creditors, but must look solely for redress 
for loss of future rents to a corporate debtor 
whom bankruptcy has stripped of all assets. 

The respondent asserts a substantial differ- 
ence between rent and other kinds of indebt- 
edness, and presents equitable considerations 
thought to weigh in its favor, but especially 
stress the legislative history of the b ptcy 
laws passed by Congress, and insists that the 
preponderant construction of them by the 
courts excludes claims for future rents from 
the class of provable debts. 

The issue is not one of power, for plainly 
Congress may permit such claims or exclude 
them. The sole inquiry is the intent of the 
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Act. The construction for which the peti- 
tioners contend is, as a matter of logic, an 
admissible one. But tliat construction is con- 
trary to the great weight of authority as to 
the effect of similar provisions in earlier 
Acts, and Section 63 of the present Act. 

The petitioners call attention to the last 
clause of Section 74 (a), which is one of 
the sections added to the Act in 1933:12 “A 
claim for future rent shall constitute a prov- 
able debt and shall be liquidated under sec- 
tion 63 (b) of this Act.” Sections 73 to 76 
inclusive were enacted to permit extensions 
and compositions not theretofore possible. 
a apply only to individuals. It is highly 
unlikely that if the quoted sentence had been 
intended as an amendment of Section 63 (a) 
it would have been placed in context dealing 
only with the novel procedure authorized by 
the mew sections. Moreover, the discussion 
on the floor of the Senate relative to the 
insertion of the sentence, indicates that it was 
not intended to alter Section 63 (a) as it 
then stood.1* The petitioners insist the clause 
is declaratory of the law, as understood by 
the Congress; but there is no evidence to 
support this view, and it is inconsistent with 
the long standing contrary judicial construc- 
tion. 

It remains to consider the effect of the in- 
demnity covenants in the leases. These do 
not provide for liquidation of damages (com- 
pare Wm. Filene’s Sons Co. v. Weed, supra), 
nor indeed for any right to damages for 
breach of the covenant to pay rent. 

In No. 505 the agreement is, in the event 
of. reentry and reletting by the landlord, to 
pay each month the deficit accruing from the 
difference between the amount to be paid 
as rent under the lease and the amount re- 
ceived by the landlord from the premises 
throughout the residue of the original term; 
and further, that the overplus, if any, at the 
expiration of the term, shall be paid to the 
tenant, unless the landlord, within six months 
from reentry, release the tenant from all 
liability under the covenant, which the land- 
lord is authorized to do, thus terminating 
all rights and liabilities under the agreement 
of lease. 

In No. 506 the stipulation is that upon 
bankruptcy the landlord may reenter and 
thereby terminate the lease, and the lessee 
covenants that, in such case, “it will indem- 
nify the Lessor against all loss of rent which 
the Lessor may incur by reason of such ter- 
mination, during the residue of the term” . . 

In both cases the lessor has the choice 
whether he will terminate the lease. Neither 
the bankrupt nor the trustee has any such 
option, except as the trustee may be entitled 
by law to disclaim. And upon the exercise 
of the option by the landlord, a new con- 
tract, distinct from that involved in the orig- 
inal letting, becomes operative. While there 
is some color for the claim that bankruptcy 
is an anticipatory breach of the lease con- 
tract, entailing a damage claim against the 
estate, this cannot be true as respects these 
independent covenants of indemnity. For 
here, the landlord does not rely upon the 
destruction of his contract by the b ptcy; 
he initiates a new contract of indemnity by 
the affirmative step of reentry. And this new 
contract comes into being not by virtue of 
the bankruptcy proceeding, but by force of 
the act of reentry, which must occur at a 
date subsequent to the filing of the petition. 
Obviously this contract of indemnity is not 
breached by bankruptcy, and cannot be 
breached until the duty of indemnifying the 
landlord arises. That obligation cannot be 
complete until the expiration of the original 
term. There can be no debt provable in 
bankruptcy arising out of a contract which 
becomes effective only at the claimant's op- 
tion and after the inception of the proceed- 
ings, the fulfilment of which is contingent 

on what may happen (Cont. on page 41) 
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N. A. C. M. pioneers 


by J. H. TREGOE, 
Past Executive Manager, 
N. A. C. M., 1912-'27 


Chapter Seven: 
“New Era" Years 


The dawn of 1913 found the world 
drifting unconsciously toward the 

MM most devastating collapse of inter- 

national relations that human his- 
tory has ever recorded. A “new era” 
seemed in the offing. It came with 
repercussions and reactions that are still 
in the laps of the gods for final adjust- 
ment. 

A smugness was visible in the chan- 
celleries of Europe. The economic sur- 
face was undisturbed. Societies for the 
promotion of good will between the na- 
tions were elated over the -immediate 
picture. Business and finance proceeded 
as though no skulking danger was lurk- 
ing ahead. In our country commerce 
displayed no uncommon symptoms. 
Everything was quiet along the business 
front.~ The people, as a rule, are un- 
aware of storm signs. They were then 
also unaware that in the previous decade 
there had grown up an industrial power 
through the stimulus of expanding 
genius that would energize every pro- 
ductive utility when extraordinary de- 
mands leaped into the political picture. 

As a builder of intelligent credit 
practices, the National Association of 
Credit Men stood at the threshold of 
this mew era, with shoulders broad 
enough and heart stout enough to stand 
the brunt of approaching changes which 
proved to be without any complete pat- 
tern in the nation’s economic evolution. 

The dramatization of the story would 
be incomplete were we not to mention 
some, at least, of the men whose de- 
voted, skillful touches had helped in the 
rearing of a business group, which 
would cast a stabilizing influence when 
human passions and subtle greed were 
on a rampage of destruction. Philadel- 
phia contributed to this honor roll A. 
W. Pickford, one of the most certain 
but retiring thinkers of those days. New 
York offered an unusual group of tire- 
less workers—Frank S. Flagg, E. D. 
Flannery, E. S. Boteler, W. M. Ken- 
natd. Wichita was represented in the 
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front line by L. B. McCausland. Cleve- 
land had a colorful place in the Na- 
tional diagram and offered in addition 
to its active sons already mentioned, W. 
M. Pattison and William Tonks. De- 
troit was ably represented by W. A. 
Petzold and Arthur E. Johnson. Mil- 
waukee had always been responsive and 
to its honor list could be added the 
names of Richard J. Morawetz and 
Harry L. Eisen. Lynchburg furnished 
Edward F. Sheffey. Along the Asso- 
ciation’s active front were also found 
George C. Morton of Boston, Peyton B. 
Bethel of Louisville, J. G. Davis of 
Dallas, F. J. Hopkins of Minneapolis, 
A. H. Dobson of Utica, Herbert E. 
Choate of Atlanta. 

The scenery was being silently shifted 
and lurid acts in a human drama of ap- 
palling intensity were appearing with 
startling frequency. 

The political overturn of November, 
1912, placed the reins of government in 
the hands of the Democratic party for 
for the first time in two decades. But 
Congress had “a rod in pickle” for 
Wall Street. The Professor-President 
appeared to realize intuitively that after 
having demolished the central bank idea 
of the Aldrich-Vreeland Bill, an ade- 
quate banking and currency system 
should be carved out along democratic 
ideals. Mr. Wilson voiced this convic- 
tion in his message to the Congress, at 
a special session, on April 17, 1913. 

The lower chamber in the previous 
Congress had been under Democratic 
control. The Banking and Currency 
Committee became actively engaged in 
the grilling of Wall Street by a sub- 
committee under the chairmanship of 
Mr. Pujo of Louisiana, and a quest for 
ideas upon which to base a new banking 
and currency system was placed with a 
sub-committee under the chairmanship 
of Mr. Glass of Virginia. 

The Banking and Currency Commit- 
tee of the National Association of 
Credit Men stood like a watch dog in 
this situation. The Association had 
pledged its support to the Aldrich- 
Vreeland Bill, and just what to do in 
the political complication was difficult 
for the committee to decide. Very early 
in the hearings arranged by the Glass 
Committee, the chairman cordially in- 
vited our Association to have its repre- 
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sentatives appear in Washington and 
submit their ideas. Mr. Endy, Chair- 
man of the National Committee, and 
his associates were in a flutter, as this 
incident marked the first time our or- 
ganization had been called upon to play 
so important a role in banking and cur- 
rency matters. At the appointed time a 
delegation composed of the chairman, 
C. D. Joyce of Philadelphia, H. H. Mc- 
Kee, a distinguished banker of Wash- 
ington, the writer—then Executive Man- 
ager—and his assistant, Mr. W. W. 
Orr, made their bow to the Glass Com- 
mittee and offered a thesis in support 
of the central bank idea. 

Mr. Glass was then at the threshold 
of his great financial work. He was 
affable, patient, and kind. Not many 
minutes were required by Mr. Glass to 
convince our delegation that the Ald- 
tich-Vreeland design had been com- 
pletely scrapped by the Democratic 
platform of 1912. A conference of 
four instructive hours ended with our 
delegation assuring Mr. Glass that they 
would whole-heartedly support him in 
getting through the House of Represen- 
tatives the best possible banking and 
currency bill. 

In a little while, the Federal Reserve 
Bill appeared, and a storm of unusual 
bitterness raged about it. True to its 
promise our committee and the national 
staff worked hand in hand with Mr. 
Glass in a fight that would have broken 
down a man of lesser mental strength. 
Our fears of certain provisions of the 
bill were reserved. Proponents of 
“cheap money” were vigorously beaten 
back and finally the bill passed safely 
through the House. Mr. Owens of 
Oklahoma, Chairman of the Finance 
Committee of the Senate, sponsored the 
bill through that upper chamber of the 
Congress. A hearing was granted our 
Committee and a most interesting con- 
ference was held at which time we rec- 
ommended certain changes, and some of 
them were eventually allowed. After a 
rough voyage of many months, the Fed- 
eral Reserve Bill became a law, by the 
President's approval, on December 23, 
1913. 

This paramount public question was 
largely in the Association’s eye during 
1913, and provided a prominent feature 
for its eighteenth annual Convention in 
Cincinnati. During the previous year, 
a number of new Associations had been 
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organized by the field workers, the 
membership recorded an increase of 
1300 and the total stood at a new peak 
of 17,145. 

Progress was found in every depart- 
ment of the National Association. The 
fighting front was unbroken. The of- 
ficers were re-elected. 

1914 now broke, and it proved to be 
a year that will be marked so long as 
man exists. There was no change in 
the world composure. Loans moved 
freely at low imterest rates. Business 
in the United States was a little below 
normal. Settling the number and 
boundaries of the Federal Reserve Dis- 
tricts, building the machinery and de- 
tails of the System, were prominent in 
the public view just then. A commit- 
tee of Cabinet members was designated 
by the President to canvass views in the 
important cities, and by invitation the 
writer offered to the committee during 
its sitting in New York, his carefully 
considered opinion that there were eight 
clearly defined trade districts in the 
country, and therefore, there should be 
eight district banks. The President 
finally accepted the maximum number 
(twelve) of districts permitted by the 
Law, and the first Governing Board was 
appointed by him on August 12, 1914. 

Before this happened, a shot in the 
Balkans rang round the world. Austria 
moved against the Serbs, Germany 
threatened Russia, asked impossible guar- 
antees of France, war was declared, men 
were mobilized, the tramp of marching 
feet appalled the nations and soon hu- 
manity was in a blaze. July 1914 re- 
corded the beginnings of a titanic strug- 
gle that swallowed more wealth and 
destroyed more people than all of the 
wars of the Christian Era. 

Money was as much needed as arma- 
ments, the belligerent nations would 
soon be borrowing on a colossal scale. 
American securities held abroad came 
flying back, amd as a protection against 
this barrage of securities, the New York 
Stock Exchange closed July 31. Sur- 
plus commodities for export piled up 
while shipping was endangered. Prices 
of basic products began to fall. Banks 
trembled under the pressure. Business 
sagged and one outstanding economist 
forecast a panic. 

The situation was abnormal and 
somewhat terrifying. Fear was the 


ptincipal danger, and feeling that the 
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forecast of a panic was very foolish and 
imprudent when basic conditions were 
sound and free of inflation, the Exec- 
utive Manager of the National Associa- 
tion called a conference in New York, 
canvassed the conditions of each busi- 
ness represented, found there were no 
earmarks of panic and through the pub- 
licity department of the National Office 
had prepared and distributed 50,000 
copies of a booklet entitled “A Mes- 
sage of Assurance.” 

A currency strain was threatening, 
and the Aldrich-Vreeland Emergency 
Currency Act, that had been briefly ex- 
tended by President Wilson, was in- 
voked for the first time, and it gave 
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relief. As a protective gesture some of 
the leading banks subscribed to a gold 
fund in September, 1914, but this fund 
was never brought into real action be- 
cause of changes that were near at hand. 
When England cleared the ocean lanes 
and renewed her supremacy on the seas, 
surplus commodities passed into export, 
the outward tide of gold was changed 
into an inward flow. 

The twelve Federal Reserve Banks 
began to operate November 16, 1914. 
Despite the doubts and apprehensions 
of this historic year, we had an export 
balance of $325,000,000 and a gold loss 
of less than $200,000,000. 

In the midst of business uncertain- 
ties, the National Association convened 
for its annual convention of 1914 in the 
city of Rochester, New York. A dis- 
tinguished pioneer, George G. Ford, 
was the local president and welcomed 
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the delegates. Mr. Glass was one of 
the prominent convention speakers. A 
canvass of the organization found no 
rifts in its texture, a forward attitude 
marked the convention proceedings. 
Mr. Henry Detchon, builder of credit 
Organization in Canada, was royally 
welcomed. During the proceedings, a 
calamitous failure in New York called 
many of the delegates to their desks. 
The membership recorded several newly 
organized Associations, a net increase of 
1,352 and a new high peak of 18,497. 
Charles E. Meek of New York was ele- 
vated to the president’s office, H. G. 
Moore of Kansas City was elected first 
vice-president and H. E. Choate of At- 
lanta second vice-president. 

During this cycle, the National Bank- 
ruptcy Law was severely complained of. 
The law wasn’t flexible enough to fit in 
with the rapidly changing conditions. 
To this demand, the Association re- 
sponded with a careful review of the 
faults and the facts, eventually result- 
ing in recommendation for the further 
amending of the law offered by the Na- 
tional Bankruptcy Law Committee and 
accepted at the convention of 1916. 

1915 was the natal year of the New 
Era for production consciousness. The 
genius and the credit facilities had 
gtown quietly, but when the belligerent 
nations demanded of us large quantities 
of goods and the neutral nations turned 
to us when their usual sources of supply 
had been cut off, our industrial powers 
became energized, machines began to 
turn actively, surpluses of basic products 
dwindled away, production and profits 
took first place in the public mind and 
we were ushered into a period where 
“mass” was a siren’s chant. Had mental 
equilibrium been preserved, had the va- 
rious elements of production been in- 
telligently kept in balance, had the im- 
portant place of credit been recognized, 
much of the later economic overturn 
would have been saved. First things 
were not always placed first, any idea 
that offered economy and yet was diffh- 
cult to install irritated the production 
dreamer. 

The Federal Reserve System encour- 
aged the use of acceptances in domestic 
business. The trade acceptance would 
have saved millions of dollars annually 
in commercial credit; it would have 
blasted out the credit anomaly and the 
expensive practice of open book ac- 
counts; it would have saved a great deal 
of the recurring credit waste, yet it 
wasn’t easy to apply. The Association 
strove masterfully to popularize the 
trade acceptance (Continued on page 29) 
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BUSINESS INDICES: That trade and production are continu- 
ing on the up-grade, is shown by all the leading metropolitan 
estimates for January. The high point for 1933 was set at 83.3. 
December registered at 74.2 and January is now pegged at 
76.4, although there may be a slight revision up or down in these 
first figures for the new year. It is interesting to note in this 
connection that November trade and production index was but 
70.5. A further indication of the up-swing is shown by the gains 
in bank clearings which during the second week in February, 
1934, showed a 16.7 percent increase over the same week 
of 1933. The cities making the best showing in this feature were 
Atlanta with 46 percent gain, Chicago 35 percent, Minneapolis 
29 percent, Louisville 33 percent, Dallas 40 percent, and San 
Francisco 23 percent. 


AUTOMOTIVE TRADE: News from the motor car industrial 
centers continues to be encouraging. The wholesale sales by 
General Motors during January totaled 62,506 units. This total 
does not show very well against the 82,117 units for January, 
1933, but does reflect a pickup when considered against the 
low figures of the last quarter of 1933. It is however to the 
February totals to which the motor makers are looking with 
anticipation. Chrysler gave out the encouraging report on Feb- 
ruary 15 that the sales of that group are running above the first 
quarter total for 1933. Employment in the Detroit motor car 
area which includes Pontiac, Flint and Lansing, on February | 
was 162,971, as compared with 103,071 on a similar date in 
1933, according to figures given out by the National Automo- 
bile Chamber of Commerce. 


STEEL TRADE: For the week ending February 12 the operation 
in the steel trade was indexed at 39.9 percent by the American 
lron & Steel Institute. For the week previous the index was set 
by the same authority at 37.5 percent. This is the highest cur- 
rent rate of operation for any week since last September, when 
the index was placed at 40.9 percent. The U. S. Steel Corpora- 
tion reported on February 12 that it expected to show an in- 
crease in actual shipments in February over January, despite the 
fewer working days. 


EMPLOYMENT GAINS: The severe weather during February 
in many parts of the country brought a sharp gain in employ- 
ment of coal miners. At Scranton the loadings of anthracite 
was higher during the week closing cemetery 7 than in any simi- 
lar period in the past five years. In Toledo, Ohio, 1388 were 


_added to payrolls during the week closing February 10. Reports 


from steel producing centers tell of expectation of further 
increases in production in March. 


Better weather ahead 


Credit executives will find much to re- 
joice about in the survey of collections 
and sales printed on another page in this 
issue. The survey which closed on Feb- 
ruary 15 indicated another “change for 
the better” in the index of these two 
important features of business activity, 
which in the final analysis, show the real 
trend of industrial progress. The slump 
in the number of points reporting Slow 
as compared with those indicating Fair 
and Good on both Collections and Sales 
is carried on this month. It also is note- 
worthy that the number reporting Good 
under both columns also has increased 
this month. This survey in reality gives 
a cross section of the industrial life of 
the nation. With reports tabulated from 
111 points in the United States, the sur- 
vey actually registers the report of ex- 
perience of many thousands of the lead- 
ing industrial concerns. The fact that 
the gain in sales conditions is actually 
greater than that indicated in the collec- 
tion field, seems noteworthy. 


The Fairchild index of retail price 
trends continues to show gains. On 
May 1, 1933, the composite index was 
69.4 percent. On February 1 this com- 
posite index had increased to 88.5, which 
was a gain of half a point over January 2 
of this year. 


“The change in prices during January 
was comparatively slight, with the great- 
est increase recorded in piece goods,” 
says the Fairchild review. ‘Women’s 
apparel prices actually showed a frac- 
tional decrease, while men’s clothing 
quotations averaged slightly higher. This 
was also true of infants’ wear and home 
furnishings. A study of the major classi- 
fications comprising the index shows a 
more normal relationship between the 
composite which is a weighted aggre- 
gate and the various subdivisions. 

“In the early stages of price recovery, 
the tendency was for certain items to lag 
in the upward movement. This was par- 


ticularly true of non-textiles. However, 


it may be noted that most items sold at 
retail are beginning to reflect the rising 
trend.” 
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thermometer: 


financial trends and indications 


The Foreign Trade Council sees a 
happy prospect in the announcement at 
Washington during mid-February of the 
establishment of a special bank by the 
RFC to finance foreign trade. The an- 


-nouncement by the Foreign Trade Coun- 


cil states: 

“While the urgency of this plan 
was not sO apparent in our prosperous 
years up to the end of 1929, the subse- 
quent four years of depression have 
brought into bolder relief the necessity 
of providing more favorable credit facili- 
ties than are permissible under our com- 
mercial banking laws,” the Council 
states. “It has been generally conceded 
that commercial banking facilities under 
our present banking system require to be 
augmented to meet the needs of Ameri- 
can exporters and importers in provid- 
ing longer term credits, in competition 
with European manufacturers aided by 
their governments.” 

Though preliminary estimates of the 
dollar volume of retail sales and financ- 
ing of new passenger cars show that 
these items were both lower in December 
than in November, the totals for the 
entire year 1933 reveal an increase of 
22.4 percent in sales and 30.6 percent in 
financing as compared with 1932, re- 
ports gathered by the Bureau of Foreign 
and Domestic Commerce disclose. 

In announcing the results of its 
monthly survey of new automobile sales 
and financing, the Bureau points out 
that the decline for December may be 
accounted for to a large extent by the 
fact that practically all of the manufac- 
turers released their new models during 
January of this year instead of from one 
to three months earlier as has been the 
practice for the past several years. 

Retail sales of new passenger automo- 
biles, computed from the number of cars 
sold as reported by the National Auto- 
mobile Chamber of Commerce, show a 
decrease of 10 percent for the past De- 
cember over December, 1932, and a de- 
crease of 49 percent as compared with 
December, 1931; with a decrease of 47 
percent from November. Preliminary 
estimates of the dollar volume of retail 
financing of new automobiles, as re- 
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ported by a sample group of large 
finance companies show an increase of 
30 percent for the month of December, 
as compared with December, 1932, but 
a decrease of 35 percent as compared 
with November, 1933. 

The New York Times Weekly Analist 
for February 16 points to a gain in 
business activity and especially the sharp 
gain in cotton consumption as one of the 
leading factors in business improve- 
ment, as follows: 

“The principal factor in the Decem- 
ber-January increase was a sharp rise in 
the adjusted index of cotton consump- 
tion, which rose from 68.5 to 88.8. Next 
in importance were increases in the ad- 
justed indices of freight-car loadings 
and automobile production, the car load- 
ings index rising from 62.2 to 65.2 and 
the automobile index from 41.6 to 54.1. 
Gains were also recorded in the adjusted 
indices of electric power production, silk 
consumption, zinc production and pig 
iron production. Steel ingot produc- 
tion increased by less than the normal 
seasonal amount, the adjusted index 
declining from 54.3 to 48.8. The only 
other component to show a decline was 
lumber production, the adjusted index 
declining slightly from 51.9 to 50.0. 
Data are not available for wool con- 
sumption, boot and shoe production and 
cement production.” 


The adjusted index of freight car a0 


loadings for December shows an ad- 
vance for the second successive month 
and the present available figures for 
January also indicate a continuance of 
these increases. The general operating 
statistics for the railways for the entire 
year of 1933 is 2.8 percent. However 
the gross operating revenues were 1.2 
percent less than in 1932 and the rigid 
control of operating expense is credited 
for the advantage gained by the trans- 
portation lines. It is interesting to note 
in this connection that expenditures for 
maintenance of way for class I roads was 
fifty million dollars below the total for 
1932. At the end of December the mile- 
age of railways in the hands of receivers 
had reached a total of 42,400 miles, more 
than double that at the close of 1932. 
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Score sheet of collection and sales conditions 


City 


Birmingham 
Phoenix 
Little Rock 
Los Angeles 
Oakland 
San Diego 
San Francisco 
Denver 
Pueblo 
Bridgeport 
Hartford 
New Haven 
Waterbury 
Washington 
Jacksonville 
Tampa 
Atlanta 
Boise 
Quincy 
Springfield 
Evansville 
Ft. Wayne 
Indianapolis 
South Bend 
Terre Haute 
Burlington 
Cedar Rapids 
Davenport 
Des Moines 
Ottumwa 
Sioux City 
Waterloo 
Wichita 
Lexington 
Louisville 
New Orleans 
Baltimore 
Springfield 
Boston 
Worcester 
Detroit 
Flint 

Grand Rapids 
Lansing 
Jackson 
Duluth 
Minneapolis 
St. Paul 
Kansas City 
St. Joseph 
St. Louis 
Billings 
Great Falls 
Helena 
Omaha 
Newark 
Trenton 





State City 


Arkansas 
Florida 


Illinois 
Indiana 
Iowa 


Kentucky 
Massachusetts 
Michigan 
Minnesota 
Missouri 


Montana 
New York 


North Carolina 


Little Rock 
Jacksonville 
Tampa 
Springfield 
South Bend 
Des Moines 
Waterloo 
Louisville 
Worcester 
Flint 
Duluth 
Kansas City 
St. Louis 
Helena 
Albany 
New York 
Charlotte 


Slow 
Fair 
Fair 
Fair 
Fair 
Fair 
Fair 
Fair 
Slow 
Fair 
Slow 
Fair 
Good 
Slow 
Fair 
Fair 
Fair 
Fair 
Fair 
Fair 
Slow 
Good 
Slow 
Good 
Fair 
Fair 
Good 
Fair 
Slow 
Fair 
Fair 
Fair 
Slow 
Fair 
Fair 
Fair 
Fair 
Fair 
Fair 
Fair 
Fair 
Fair 
Fair 
Fair 
Fair 
Good 
Good 
Fair 
Good 
Good 
Fair 
Fair 


Changes 


Collections 


Fair to Good 


Fair to Good 
Fair to Good 


Slow to Fair 
Slow to Fair 
Fair to Good 
Fair to Good 
Good to Fair 


Fair to Good 


since 


Sales 


Fair to Good 
Fair to Slow 

Fair to Slow 

Fair to Good 
Good to Fair 
Good to Fair 
Fair to Good 
Fair to Good 
Fair to Good 
Slow to Fair 
Fair to Good 


State 


City Collections 
Albany 
Binghamton 
Buffalo 
Elmira 
Jamestown 
New York 
Rochester 
Syracuse 
Utica 
Charlotte 
Grand Forks 
Fargo 
Cincinnati 
Columbus 
Dayton 
Toledo 
Youngstown 
Oklahoma City 
Tulsa 
Portland 
Allentown 
Altoona 
Harrisburg 
Johnstown 
New Castle 
Pittsburgh 
Uniontown 
Wilkes-Barre 
Providence 
Sioux Falls 
Bristol 
Chattanooga 
Knoxville 
Memphis 
Austin 
Dallas 

El Paso 

Ft. Worth 
Houston 
San Antonio 
Salt Lake City 
Lynchburg 
Richmond 
Bellingham 
Seattle 
Spokane 
Tacoma 
Bluefield 
Charlestown 
Clarksburg 
Parkersburg 
Wheeling 
Fond du Lac 
Green Bay 
Milwaukee 
Oshkosh 


Fair 
Fair 
Fair 
Fair 
Fair 
Fair 
Fair 
Fair 








last month’s survey 


City Collections Sales 


North Dakota 
Ohio 


Oklahoma 
Pennsylvania 


South Dakota 
Tennessee 


Texas 


Virginia 
Washington 
West Virginia 
Wheeling 
Wisconsin 


Grand Forks 
Cincinnati 
Columbus 
Tulsa 
Harrisburg 
Sioux Falls 
Chattanooga 
Memphis 
Dallas 

Fort Worth 


Fair to Good 


Slow to Fair 
Fair to Good 


Fair to Slow 


Fair to Good 
Good to Fair 
Good to Slow 
Good to Fair 
Good to Fair 


Slow to Fair 


Fair to Slow 
Slow to Fair 
Slow to Fair 


Slow to Good 
Fair to Good 
Slow to Fair 
Slow to Fair 
Slow to Fair 
Fair to Good 
Good to Fair 
Good to Fair 


Good to Fair 
Slow to Fair 
Slow to Fair 
Fair to Slow 
Slow to Fair 









This month’s survey on Collection 
and Sales conditions shows an even 
more marked improvement than was 
registered on the January survey. This 
month we find 18 points reporting Col- 
lections as Good as against a 14 score 
last month. There were 73 reporting 
Fair this month with the same number 
last month but with only 20 reporting 
Slow as against 23 checking Slow last 
month on Collections. The improve- 
ment in the general Sales conditions is 
better than on collections. A total of 
26 points report Sales as Good as against 
18 so reporting last month. Again 
the same number report Fair for both 
months—the count is 76. Last month 
16 reported Slow for Sales while this 
month only nine classify under the Slow 
heading. 

ALABAMA: Birmingham reports “In- 
dependent merchants in much better 
shape than they have been in a long 
time. Collections Fair to Good espe- 
cially in agricultural sections.” 
ARKANSAS: Little Rock reports both 
collections and sales as Good. 
CALIFORNIA: Oakland indicates ‘de- 
cided improvement in retail sales in 
January. San Francisco reports improve- 
ment in collections and that sales are 
better.” 

COLORADO: Denver points to “low 
prices of live stock retarding improve- 
ment; expect more mining activity in 
spring.” 

CONNECTICUT: New Haven reports 
some improvement in collections. Wa- 
terbury says factory employment remains 
fairly steady. ‘Certain new industries 
in Waterbury contribute to new con- 
fidence and better local trade.” 
DISTRICT OF COLUMBIA: Wash- 
ington collections still checked at Slow 
but improving. Sales hold to Fair for 
the third month. 

FLORIDA: Jacksonville finds fruit 
prices still a drawback on sales but in- 
dicates better returns on collections. 
Improvement in prices on other crops 
expected. 

KENTUCKY: Louisville sends word 
that ‘retail and wholesale sales are im- 
proving, particularly in hardware and 
textiles. Tobacco factories working full 
time. Outlook much better. ‘“‘Sales are 
checked at Good and Collections Fair.” 
KANSAS: Wichita sends word that 
“sales by our members for January show 
in most cases good gains. Current ac- 
counts are being paid promptly but old 
debts are ‘being paid very slowly.” 
INDIANA: Evansville: “Retail sales 


Comments from correspondents: 


are better than those of wholesalers and 
manufacturers.” Fort Wayne reports 
“retail sales for January reported by 
one of the largest department stores in 
the city were the best for any January 
in four years.” 

IOWA: Cedar Rapids continues to 
classify under Good for both sales and 
collections. Des Moines indicates that 
CWA and corn loans are helping col- 
lections considerably. Waterloo reports 
many members indicate improvement in 
collections and that sales are holding up 
since the start of the year. 
MASSACHUSETTS: Boston indicates 
collections and sales Fair to Good. 
Springfield and Worcester reports many 
men going back to factories. 





Summary 
This Month: 
Collections: Sales: 
Good 18 Good 26 
Fair 73 Fair 76 
Slow 20 Slow 9 
Last Month: 
Collections: Sales: 
Good 14 Good 18 
Fair 73 Fair 76 
Slow 23 Slow 16 





MINNESOTA: Duluth: “Collections 
show a slight falling off. Sales took 
such a jump and in such a volume to 
justify being rated at Good.” St. Paul 
says collection of current accounts is 
Good but old accounts are still Slow. 
Sales above a year ago and increase 
anticipated. 

MICHIGAN: Detroit says “‘Collec- 
tions improving because of increased 
payrolls and employment. Definite im- 
provement in automobile trade has stim- 
ulated sales in a wide circle.” Flint 
reports collections and sales improving. 
Jackson says “there has been quite an 
improvement in sales due to automotive 
trade.” 

MISSOURI: St. Louis reports collec- 
tions Good with sales Fair. Kansas City 
moves up from Slow to Fair column 
on collections. St. Joseph indicates col- 
lections much better than a year ago. 
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NEW YORK: Albany shows a slight 
slump in collections with sales still 
Good. Binghampton members show a 
majority for Fair on both sales and col- 
lections. Buffalo indicates Fair to Good 
for both collections and sales. Elmira 
writes: “Have no industries directly 
benefited by inflation. Was slow to feel 
depression and will likely recover more 
slowly.” Sales in the metropolitan dis- 
trict as reported by New York continue 
in the Good column with collections 
Fair. 

NEBRASKA: Omaha: “Business ac- 
tivity has increased 10 to 50 percent 
compared with last year. Corn loans 
and Farm loans placing millions of dol- 
lars in circulation.” 

NEW JERSEY: Newark replies that 
collections and sales still quite “spotty.” 
OHIO: Columbus finds wholesalers do 
not find same business gains as do manu- 
facturers. Cincinnati reports sales 15 to 
40 percent better than last year with 
general improvement in last 30 days. 
Toledo still checks under the Slow col- 
umn for both collections and sales but 
indicates slight improvement in latter. 
Dayton says “Tool and die shops and 
larger manufacturers are having a de- 
cided pickup in their business and in 
some cases are working two shifts of 
eight hours each.” 

PENNSYLVANIA: Altoona and Har- 
risburg still report collections as Slow. 
Jamestown however indicates improve- 
ment that checks favorably with the 
spurt of last summer. Jamestown also 
is looking hopefully toward a large 
order given to Bethlehem Steel Com- 
pany’s car shops. 

SOUTH DAKOTA: Sioux Falls re- 
ports that corn loans and CWA funds 
are helping at least half of trade area 
and that sales are improving in most 
lines. 

TENNESSEE: A post card survey 
taken by the Chattanooga Association 
shows seven reporting Fair and 10 
Good on collections with none indi- 
cating Slow. On the sales side, 2 re- 
port Slow, six indicate Fair and nine 
check under Good. Some of the com- 
ments received in this survey also are 
interesting. “Old accounts being paid.” 
“Difficult to hold collections in line with 
sales.” “Trend toward better collec- 
tions and sales.” 

TEXAS: Austin continues to check 
under the Good columns for both col- 
lections and sales. (Cont. om page 41) 
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“This month's collection letter” 


By HOWARD VERGOWE, Robert A. Johnston Co., Milwaukee, Wis. 


A mighty man was John L. Sullivan 


Little did the world believe he would be conquered 


by the slender Corbett. But the determined Corbett 
had a plan. 


His theory of “light blows”—delivered regularly and 


systematically won him the heavyweight championship 
of the world. 





Mr. “Debtor”, you can lick that balance of $75.00, but 
it will necessitate regular “punches” to do it. We suggest 
$5.00 each week for the next 15 weeks. Bear in mind, 


though, your success depends on unfailing regularity. 


Begin now—and don’t let a week pass without making 


a payment! 


From the newly-published ‘‘Collec- 
tion of Collection Letters,” we draw for 
comment on the “stunt” type of collec- 
tion letter. 

“Any person,” it says, “who has had 
experience in collection work knows that 
it frequently is necessary to do something 
out of the ordinary to get the ‘other 
fellow’ to act upon your request for a 
check. Experienced collection executives 
know that some customers are ‘just care- 
less’ about making remittances. This is 
particularly true in small trade lines 
where the merchant is the sole business 
operator in his establishment. He is 
buyer, bookkeeper, letter writer and 
clerk. He puts collection letters ‘in his 
desk’ and intends to attend to ‘those 
matters’ when he ‘can find time.’ The 
collection letter is faced with the task of 
- ‘jolting’ him to action without offend- 
ing. 

“‘Newspapers use headlines of varying 
sizes, advertisements employ layout and 
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illustration, the radio program features 
novelties and authorities. All have one 
basic, fundamental purpose—to attract 
your attention and hold your interest. 
Fortunately for these three media of ac- 
complishment, all are accepted as such; 
there is little mental opposition or resist- 
ance to their appeal. 

“Not so with the collection letter. It 
is entirely necessary (unfortunately) for 
the creditor; entirely unnecessary in the 
debtor's eyes. Hardly anything has to 
break down a resistance such as a collec- 
tion letter encounters. Even sales letters 
have an easier path for people are gen- 
erally interested in buying; a slow payer 
or a non-payer has little or no interest in 
payment.” 

Supplementary to your collection let- 
ter efforts there should be reliance on 
Credit Interchange reports. With inter- 
change reports before you on each of 
your accounts, you will attain maximum 
effectiveness in using the collection let-. 
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ters presented here as a monthly feature. 

Send us your best collection letter for 
our “‘collection of collection letters” 
which we are gathering for our readers. 


0 


Collection Letters 


An entirely new series 


@ 


Cents 


CREDIT and FINANCIAL 
MANAGEMENT 
‘One Park Ave. New York, N. Y. 
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trac. work may finally be taken at 20 
per cent or more under cost? 

Insistence that the general contractor 
include in his bid the name and bid of 


aa 
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SE ELIA BOLE AIELLO 


the credit man 


By WALTER EVENSEN 
Treasurer, Crane Co.; First Vice-Presi- 
dent, The Chicago Association of 
Credit Men - 


The government’s spending program 
under the Federal Public Works 
wu Administrator, Harold L. Ickes, of 
Chicago, seems destined to get 
under full swing early in 1934, and 
credit executives in the plumbing, heat- 
ing and allied fields are going to be 
faced with an unprecedented series of 
credit problems as a result. 

Not only will it be necessary for them 
to exercise their best judgment, but if 
their best judgment isn’t flawless, the 
houses which they represent may find, 
at the end of the year, that they have 
lost money on materials and supplies 
furnished on government projects. 

The history of federal contracts dur- 
ing the past few years is a history of 
bankruptcies, compromise settlements, 
law suits and at best overdue accounts. 
It is estimated that 50 per cent or more 
of government projects in the past few 
years became involved before completion 
with substantial losses to both general 
and subcontractors as well as to material 
houses. 

While this has largely resulted from 
the practice of the federal government 
awarding contracts to the low bidder, 
without taking into consideration his 
financial ability and reputation, there is 
no dodging the issue that material men 
must shoulder a substantial share of the 
blame. No building would have been 
completed nor a project finished if vari- 
ous people, with materials to sell, hadn’t 
taken a chance by furnishing the mate- 
rials required. 

True, some of the ones who were 
“burned” in the past may have been un- 
familiar with the strange practices of the 
depression. But other suppliers who 
have not had the unfortunate experience 
of being unable to get their money for 
materials supplied on federal contracts 
may disregard the fact that the obligation 
_is not that of the government but the 
person who placed the order. 

Because the government proposes to 
spend $3,300,000,000 or more on pub- 
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lic works, it would seem a fair assump- 
tion that a fair profit would accrue to 
material men. But this assumption does 
not jibe with the facts. 

Until such time as there is protective 
legislation which assures the subcontrac- 
tor receiving his money from the general 
contractor promptly, and until some way 
is found of eliminating the vicious prac- 
tice of the successful general contractor 
soliciting new bids, and thus chiseling 
the original price, I see no safe way but 
to tighten up when exchanging good 
merchandise for credit, in every case 
when a government contract is involved. 

The present situation is fraught with 
financial danger to the entire building 
industry. It is the consensus of conser- 
vative opinion that the remedy must 
finally be sought in federal legislation. 
In the light of experience what is needed 
is legislation to compel general contrac- 
tors on goverment work to pay their sub- 
contractors monthly installments in the 
same proportion as they themselves are 
paid; and in the event of failure to do 
so, legislation is needed to enable the 
government to hold back payments to 
the general contractor until the situation 
has been rectified. Further, the govern- 
ment should be permitted by statute to 
make direct payments to subcontractors 
should the general contractor fail to deal 
properly and justly with the subcontrac- 
tor. 

And to make sure that the business 
houses which supply materials for the 
project are paid promptly, it should also 
be provided that the government pay ma- 
terial men direct, the instant the con- 
tractor or subcontractor fails to make 
payment in an amount proportional to 
the sum received. 

In addition to these safeguards, it 
would be wise to correct another evil 
which is responsible for many losses. I 
refer to the practice of some general con- 
tractors soliciting bids from reliable sub- 
contractors, securing the contract from 
the government, and then soliciting en- 
tirely new bids for the subcontract work. 

The bankruptcies which have resulted 
from thus playing one bidder against 
another are extremely numerous. How 
could it be otherwise when such subcon- 
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all subcontractors, and the prohibition 
of all subcontract bids after the award has 
been made would provide a simple rem- 
edy. 

Admittedly these much needed te- 
forms cannot be achieved in a moment, 
yet the whole building industry today is 
faced with the spectacle of Uncle Sam 
handing out public works contracts with 
a prodigal hand—the identical contracts 
which are the most prolific source of our 
heaviest credit losses. 

What a temptation! What potential 
profit if suppliers were to collect in full 
for the materials utilized in the projected 
work. What staggering losses there will 
be for the unwary since 50 per cent of 
all the projects, experience indicates, are 
going to get into financial difficulties be- 
fore acceptance by the government. 

Coming on top of so many “hungry” 
years, the most prudent credit executive 
might easily be swayed to take risks on 
this vast government work which are not 
warranted by the history of credit losses 
that have accompanied this type of busi- 
ness during the past few years. 

Under the present system, the mate- 
rial supplier is at the mercy of the gen- 
eral contractor or subcontractor as the 
case may be. He has no contact with 
the governmeent and no redress. Ex- 
treme caution in accepting credit seems 
therefore to be indicated by everyone 
when asked to bid on public works or 
other federal projects. 

The financial responsibility, reputa- 
tion and ability of both the general con-. 
tractor and the subcontractor should be 
scrutinized closely and the exact nature 
and extent of the risk determined. 
Without a careful weighing of all of 
these elements, with ample deductions to 
provide a safety factor, it is going to be 
impossible to liquidate the receivables 
once the business is placed on the books. 
It is an individual not the government 
of the United States who contracts to 
pay for the materials supplied. 

Reprinted from 
Chicago A. C. M. Bulletin 


Force of habit 


“What's the noise?” 
“John, the barber, is shaving him- 
self.” 
“What's the conversation?” 
“He’s trying to persuade himself to 
have a shampoo.” 
—V. P. I. Skipper. 
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Los Angeles convention 


plans developing rapidly 


ery necessary for the handling of 

the National Convention has started 

to move with no uncertain ac- 
curacy. 

During the past few weeks Executive 
Manager Henry Heimann and Conven- 
tion Director Brace Bennitt have been 
spending considerable time at Wash- 
ington, D. C., for the purpose of con- 
tacting some of the nation’s leaders and 
securing their presence on our Conven- 
tion program. Everything looks toward 
a Convention of unusual significance. 

Word has been received from Chi- 
cago and New York indicating that 
special trains will be used by the del- 
egates from those points. It is too 
early, of course, to give any detailed 
program but Convention dates are 
definitely set as June 11th to 15th in- 
clusive. The headquarters will be in 
the Biltmore Hotel. 

Plans for the invasion of Los Angeles 
by members of the credit fraternity of 
Chicago and surrounding states are 
rapidly nearing completion. It will be 
but a matter of a few weeks before Secre- 
tary J. F. O’Keefe, of The Chicago As- 
sociation of Credit Men, will be able to 
announce the definite plans for making 
the trip. A ‘Round America’ trip cost- 
ing $150.00 is announced by Chicago's 
Association. 

On Sunday, June 10th, there will 
be the usual informal reception to the 
arriving delegates. On Monday morn- 
ing, June 11th, Convention headquar- 
ters will open at 9:00 a.m. for regis- 
tration, and the Convention will 
formally open with an appropriate 
band concert at 2:00 p.m. On Mon- 
day evening one of the important en- 
tertainment features will take place, 
namely: the President’s Ball. This 
will in all probabilities be in the Sala 
De Oro of the Biltmore. 

Tuesday, the Convention session 
Opens at 9:30 a.m. and continues until 
4:30 p.m. There will be numerous 
sectional luncheon meetings, and that 
evening the Divisional dinners will 
ptobably take place. A Western Divi- 
sion dinner meeting is planned for dele- 
gates from this territory. This will be 
followed by an appropriate entertain- 
ment—a musicale or show, with prob- 
ably dancing later. Wednesday, June 
13th is the big entertainment feature— 
an all day and evening trip of some 


a rather comprehensive machin- 
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sort is planned. No decision has as yet 
been reached but there is a probability 
that a special boat will be chartered 
for a trip to Catalina Island. 

On Thursday, June 14th, Conven- 
tion reconvenes in the morning and 
adjourns at 11:00 a.m. to the Section- 
al meetings held under the Credit 
Congress of Industry. On this day the 
various types of business get together 
for a more intimate discussion of the 
credit problems particularly confront- 
ing them. Thursday evening there will 
be additional entertainment, as yet un- 
decided. 

Friday, June 15th, the Convention is 
in session and closes during the after- 
noon following the rather festive nom- 
inations and inauguration of new of- 
ficers and directors for the National 
Association. Some entertainment will 
be provided on Friday evening but as 
yet is undetermined, possibly a Masque 
Ball. 


The young lady was looking over the 
stock of radios. ‘I want to buy one on 
the installment plan,” she said. 

“Yes, madame, I think that can be 
arranged. Have you any references?” 

“Yes, from our last dealer.” 

‘May I see them?” he asked. 

“Well, I haven’t any with me,” she 
returned, “but I’m sure he will be glad 
to tell you that there wasn’t a scratch 
on the cabinet when he took it back.” 


I Pioneers 
’ and traditions 


(Cont. from page 21) and have it legally 
used. But the distribution urge resented 
its difficulties and preferred the easy yet 
wasteful method to this new instrument 
of economic promise. 

The world situation did not encour- 
age any letting down in the dynamics 
of the Association’s operations. By the 
close of 1915, every state in the nation 
was protected by a Bulk Sales statute, 
and a number of original statutes had 
been given real teeth. This protective 
legislation was a monument to the Asso- 
ciation’s untiring energy. 

The False Statement Act was being 
pressed for enactment in all of the 
states. By the close of this cycle more 
than one-fourth of the states were in 
the enacting column. The statute threw 
a met around many credit offenders. 


Ethical control in the commercial re- 
lations of our people, and in the rela- 
tions of the laity and the Bar emerged 
as a strongly pronounced feature of 
the Association’s program. Canons of 
Ethics, well thought out and directed, 
were presented to each convention. 
Credit education was being pressed 
more to the front, the need and value 
of it were emphasized strongly; every 
encouragement was gladly. given to its 
advancement along sound scholastic 
lines. 

The pressure on our production fa- 
cilities, the mass movement of com- 
modities overseas, the charm of profits, 
bred a materialistic turn to the business 
mind. The old romanticism faded out, 
highly developed specialization showed 
its head. Business addresses lost their 
poetic touch. The meeting for fraternal 
development became difficult. We were 
in the first stages of an agnosticism that 
would eventually administer a severe 
punishment. 

The twentieth convention of the Na- 
tional Association was entertained in 
Salt Lake City. There was a great deal 
to discuss and the discussions were 
wholesome. A number of new Associa- 
tions had been organized in the year, 
but due to the uncertainties of the pre- 
vious midyear, the membership failed to 
reach the 20,000 which had been a.con- 
vention slogan; the increase reported 
was 789 and the total membership, 
19,286 

At this convention, the Robert Morris 
Associates, a body of financial credit 
managers, was organized and entered 
upon a splendid career. The master 
builders of this useful organization were 
Freas Brown Snyder of Philadelphia, 
Alexander Wall of Detroit, and J. K. 
Calhoun of Chicago. (Cont. on page 32) 
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the new books 
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Reviews of the important 
books on business, to aid 
executives whose read- 
ing hours are limited. 


This month's 

Y business book 
ANALYZING FINANCIAL STATE- 

MENTS. By Stephen Gilman, C.P.A. 

The Ronald Press, New York, N. Y. 

$4.00. 

As they come to know. more about 
how to analyze financial statements, 
credit executives find this source of in- 
formation more and more valuable. 
Stephen Gilman, C.P.A. and credit ad- 
viser, has done an excellent job in his 
new book under the above title. 

Records of sales by the forms depart- 
ment of the National Association of 
Credit men indicate an increase year by 
year in the use of standardized forms 
for financial statements published by the 
association. Those who have used these 
forms will find Mr. Gilman as an au- 
thority favoring standardized forms as 
a means of obtaining such information 
for credit files. By way of an introduc- 
tion to his general program for the study 
and analysis of financial statements, Mr. 
Gilman says of the advantages of stand- 
ard forms: “Pertinent and searching 
questions, if embodied in a printed 
form, are usually less irritating to a cus- 
tomer than if verbally requested or if 
embodied in a specially dictated letter.” 
Mr. Gilman’s book provides a text-book 
which is at the same time so elemental 
that the tyro may use it as a study book 
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and the experienced credit executive may 
also turn to it as a reference with which 
to check his own experiences. 

The author devotes considerable of his 
thought to a discussion of ratios. He 
lists eight out of 45 various ratios men- 
tioned by different authorities. After a 
discussion of these listed ratios and 
their application in statement analysis 
the author indicates how they may be 
used in determining trends, which give 
what may be called a perspective view 
of the situation under question. He also 
points how the use of the ratios may be 
used to spot difficulties which may lie 
hidden in the bare figures shown on the 
statements. 

It is Mr. Gilman’s thesis that no one 
ratio or one method of analysis may be 
set forth which may be used as a definite 
slide rule for determining credit capacity. 

He also sets out some interesting 
studies in business policies for the finan- 
cial manager to use in his own business. 

—R. G. TosIn. 


Today's problems 


People, who have inclinations along 
such lines, lamented the passing of the 
old-fashioned dime novel some years 
ago. There was small consolation for 
them in the answer: “The dime novel 
isn’t dead. It has a new kind of cover 
and sells for $2.00 now.” 

And there are people today who can 
recall that the word ‘Economics’ in 
the title of a book meant that it sold for 
five or ten dollars, weighed several 
pounds, and was documented and foc:- 
noted almost beyond readability. 

But that has been changed. With 
economics being discussed at dinner 
tables, in smoking cars, and over the 
radio, there is a renaissance in the mat- 
ter of publications on economics. And 
the prices are down to the same levels 
of one to two dollars. In recent months 
many commendable volumes have ap- 
peared ; four of them are here noted. 


THE DOLLAR, THE FRANC AND 
INFLATION. By E. L. Dulles. The 
Macmillan Co., N. Y. $1.25. 
Having already published a work on 

the French monetary situation and the 

devaluation of the franc between 1914 

and 1928, Dr. Dulles is qualified to 

compare the franc of that period and 

the dollar of 1933. 

Although there has been relative 
stabilization of the dollar since this book 
was published, the analogies between 
the French and the American situation 
in respect to the question of inflation is 
instructive and of fundamental import- 
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ance. The fact that excessive debr, 
governmental in France as contrasted to 
non-governmental in the U. S., was the 
cause of the French inflation and that 
rising prices did not cause prosperity 
merit mature contemplation on our part. 
—PAUL HAASE 


THE ECONOMICS OF THE RECOV- 
ERY PROGRAM. By the Messrs. 
Brown, Chamberlin, Harris, Leontief, 
Mason, Schumpeter, and Taylor of 
Harvard University. Whittlesey 
House-McGraw Hill Book Co., N. Y. 
$1.50 
The seven authors of this volume turn 

their attention to the economic scene. 
Each one analyzes one portion of the 
panorama: including depressions, pur- 
chasing power, control of industry, la- 
bor, prices, farm problems and politics. 
Their procedure is to discern the aim 
of our recovery measures in these seven 
classifications, to analyze the means se- 
lected to achieve success, and to forecast 
the results that may arise from the ap- 
plication of these means. 

The analyses vary in their outlook be- 
cause more than one man has worked 
on the tome. But for sane, non- 
technical criticism and analysis that is 
non-partisan but not unintelligent, this 
volume is a good parallel to Col Ayres’ 
work. —P. H. 


THE ECONOMICS OF RECOVERY. 
By Col. Leonard P. Ayres. The Mac- 
millan Co., N. Y. $1.75. 

From March through July of the past 
year, American industrial activity rock- 
eted upward at a rate more than three 
times greater than in any previous four 
months in our business history and 
about six times as great as the pace 
prompted by huge war orders in 1915. 

In August the rocket began to de- 
scend. A lower level has been prevalent 
in past weeks. Clearly, no one is in- 
terested in recovery that germinates its 
own destruction. What, then, are the 
fundamental economics of recovery? 

Here is “The Economics of Recov- 
ery,” an analysis and a conclusion by 
Col. Ayres, economist of the Cleveland 
Trust Company. The author is hardly 
to be classed among the New Dealers. 
His reliance for recovery is on revival 
and expansion of private enterprise be- 
cause he believes the depression is a 
result of the war which occasioned mal- 
adjustments between production, de- 
mand, and credit, all of which was com- 
plicated by the huge existing debt 
burden. 

“The true lesson of the depression,” 
he declares, “is that we cannot afford 
amy more great wars.” That is, no 
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doubt, the best anti-war argument pos- 
sible. 

Regardless, however of his conclu- 
sions, his book merits study because it 
is short, because it is clear, because it is 
a factual, well-charted approach to our 
problems. 

—P. H. 


THE STERLING - DOLLAR - FRANC 
TANGLE. By Paul Einzig. The 
Macmillan Co., New York, $1.75. 

Mr. Einzig is the foreign editor of the 
London Financial Times; and he has 
written other books on the money ques- 
tion. He is competent, therefore, to dis- 
cuss, and he does discuss very lucidly, 
the problem indicated by the title of his 
latest book. Emphasis is laid on the fact 
that any one nation can no longer con- 
fine the consequences of its particular 
monetary policy within its own borders, 
for now, more than ever before, mone- 
tary policies bring about international 
complications, such as devaluation races, 
and control of foreign exchange. It is 
for this reason that Mr. Einzig em- 
phasizes the need for international co- 

operation in the monetary sphere. 

The book has not been outdated by 
the developments brought about by the 
signing of the gold bill by President 
Roosevelt. These developments will be 
understood much better, if what this 
book says is kept in mind. 

—E. G. PAPPASTRATIS. 


"Be it 

enacted" 

THERE OUGHT TO BE A LAW. By 
William Seagle. With caricatures by 
Gropper. The Macaulay Co., N. Y. 
$1.25. 

The first paragraph of an advertise- 
ment in this magazine last month, speak- 
ing for the Credit Manual of Commercial 
Laws, observed: “Almost every time 
some group wants a law, it gets one. 
That's fine if the new law is really needed. 
Trouble is, however, that it’s almost im- 
possible to keep tab on all the new laws. 
Even the legislators get a bit dizzy.” 

And from such dizziness, there ap- 
parently arises a weakness that allows 
passage of such ludicrous notions of what 
should or can be regulated, that you are 
strongly inclined to believe this “collec- 
tion of lunatic legislation” to be fanci- 
fully fictional rather than farcically 
factual. 

There is certainly some justification in 
doubting democracy when one learns 
that, in all seriousness, Louisiana has a 
statute prescribing the kind of hat pin 
to be worn by the women of Huey 
Long’s state; that in Michigan a Justice 
of the Peace shall not hold court in a 


bar-room ; that Texas prohibits marathon 
dancing beyond 24 hours; that Massa- 
chusetts demands at least three bells on 
a horse-drawn sleigh; that the official 
language of Illinois is “The American 
Language’; that . . . oh well, you get 
the drift by now. 

Here is a funny commentary, also a 
pathetic one, on our law-making urge 
which dictates passage of many statutes, 
observance of few. Gropper’s illustra- 
tions are excellent burlesques in the 
right mood. —P. H. 


All about taxes 


FEDERAL TAX HANDBOOK (1933- 
1934), by Robert H. Montgomery, 
C. P. A. The Ronald Press Com- 
pany, New York City. $7.50. 

The Revenue Act of 1933 presents 
so many complicated statutory provi- 
sions, couched in an excess of verbiage 
possible only to legislators, that it leaves 
the brain of the uninitiate in a hopeless 
quandary. Even legally trained intellects 
experience great difficulties trying to as- 
certain the intent of the legislators 
whose ingenuity produced it. The act 
itself is obscure, but this obscurity has 
been so enhanced by the decisions of the 
Board of Tax Appeals, that anyone who 
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succeeds in simplifying it, so that the 
average taxpayer might understand its 
terms, will have done a great service. 

Robert H. Montgomery has tried and 
almost completely succeeded in his Fed- 
eral Tax Handbook but he required 
1130 pages to explain it fully. 

After careful consultation of Mr. 
Montgomery’s Handbook we learn that 
the twelve and one-half per cent pto- 
vision under the capital’ gain section 
does not apply to corporations, nor may 
individuals use it in respect to bonus 
and royalties derived from oil and gas 
leases in Texas, because they constitute 
income and not capital gain. 

Mr. Montgomery thoroughly explains 
the three methods of computing losses 
from depreciation, favoring the straight- 
line method. He further distinguishes 
between depreciation and obsolescence, 
calling the former “normal physical 
wear and tear,” and the latter “lessening 
in value due to economic changes.” 

These are just two of the many in- 
teresting points covered in a very thor- 
ough treatise, but the best advice given 
by Mr. Montgomery to a taxpayer en- 
deavoring to file a return, especially for 
a tax under the National Recovery Act, 
is to see a good tax lawyer. 

—A. B. CLOHossEY. 
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“” Analyzing Financial 


Statements 


By STEPHEN GILMAN, C.P.A. 


Just out—practical, up-to-the-minute meth- 
ods and suggestions to help you read quickly 
from the accounting statements of a business the 
conditions and tendencies you need to know for 


credit purposes. 


You get a clear understanding of all the most effective 
comparisons, ratios, standards, indexes, and other methods 
which are your tools for analysis. And you see just how and 
when to use these tools to get at what is happening in a 
business, whatever its size—its solvency, its earnings, its 
policies; the alertness and efficiency of its management. 


Goes Far Beyond Usual Analysis 


The author is not only a skilled accountant but an ex- 
perienced credit man. His book includes methods to help you 
form shrewd and accurate opinions—for example, as to: 


whether a profitable long-time relationship can be developed or the 
credit is merely a good temporary risk; not simply present condi- 
hether concern going forward or back—involving both 

balance sheet analysis and use of profit and loss and other operating 
spots in the business, whethe: 


tion but wi 


statements; what are the weak 
are serious or can be corrected; not only whether credit 


should be granted but how much. 
Easy to Understand and Use 


You learn essentials you want without involved 
technical procedures. Study is reduced to a smal 
ok of major conditions, and to use of a few 

wwerful Full of illustrative 
ieards of real concerns, like ones you work with. 


Send for a Copy—Satisfaction 
Guaranteed 


Let us send you Gilman’s Analyzing Financial 
Statements so that you can try it out. You risk 
nothing; no advance payment needed. If after 
examination it seems to you that the book offers 
nothing you are not getting now, _ may return 
it. Use the order form at the right 


42 Chapters Include: 


Collecting analytical data; con- 
structing and using ratios; busi- 
ness trend analysis—trend per- 
centage method ; common business 
ailments—overinvestment in re- 
ceivables, inventory, fixed assets 
—insufficient capital—insufficient 
sales—excessive costs—excessive 
dividends; analysis methods in 
reports; interpretation. 


475 pp., $4.00 


r they 
Fill in and Mail to 


THE RONALD PRESS COMPANY 
15 East 26th St., New York, N. Y. (M769y 


Send me Gilman’s Analyzing Financial Statements 
(new 2nd edition). Within five days after its receipt, 
I will send you $4.00—plus a few cents delivery—in 
fi payment, or return the book to you. (We pay 
delivery if cash accompanies order—same guarantee 
of satisfaction.) 
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Pioneers 
’ and traditions 


(Cont. from page 29) 

The export trade of 1915 reflected 
the intense foreign demand for our 
products, a favorable balance of 1 and 
34, billion dollars resulted. The gold 
movement of the previous year was 
changed and we had an import balance 
of 421 millions. 

The export pot was boiling high 
when 1916 arrived. The producers of 
basic goods and fabricated products for 
war needs were walking on air, profits 
were mounting and employment was 
general. The Foreign Credit Depart- 
ment of the National Association of 
Credit Men had now advanced far 
enough to justify separate management, 
and a special committee. The founders 
of the department, and its first man- 
ager, B. B. Tregoe, displayed a fine 
courage, and its services in the export 
field were without duplication through- 
out the nation. 


Punishing ctedit crimes through a 
central fund and a central control grad- 
ually broadened as a protective service. 
Voluntary subscriptions amounted to 
$25,000 at the close of this cycle. This 
fund implemented the idea and gave 
to the National Association a fighting 
chest. 

New credit demands were constantly 
met. Every conduit of credit was care- 
fully watched. The limelight was on 
production, credit lacked the glare but 
it stood as a sentinel on guard. 

Credit Interchange expanded, with 61 
Bureaus operating at the close of 
1916. The idea of a National clearance 
emerged at this point and was strongly 
advocated by the St. Louis Association. 
The economy of friendly adjustments 
became more widely recognized, with 
bureaus available in all of the impor- 
tant Associations. Realizing the need 
of uniformity in operations, and the in- 
dispensability of capable management, 
a conference of Interchange and Adjust- 
ment Managers was held each year. 


At All Times A Strong 
Anchor of Safety 


LIFE INSURANCE COMPANY 


OF BOSTON, MASSACHUSETTS. 
A mutual dividend-paying company 


71 years in business; 98 millions paid policyholders in 
1933, 973 millions paid since organization. 


Total Insurance in force $3,411,708,382.00. 


Total admitted assets $655,664,366.32; policy re- 
serve $546,151,593.00; other liabilities $65,359,- 


172.98. 


Special Contingency reserve $15,000,000.00, General 
Safety Fund $44,153,600.34, making a total Emer- 
gency Fund of $59,153,600.34. 


JOHN HANCOCK 
INQUIRY BUREAU 
197 Clarendon Street 
Boston, Massachusetts 


C.F.M. 3-34 


Please send me your booklet covering personal 


The educational and cooperative 
value of credit conferences along state 
or district lines was demonstrated in 
1916; they became an inspirational fea- 
ture and brought many fine gatherings. 
The National staff was enlarging; many 
ideas of real credit uplift were coming 
to the fore. 

The twenty-first annual convention 
of the National Association was enter- 
tained in Pittsburgh during June, 1916. 
The William Penn Hotel, convention 
headquarters, had just been erected and 
ours was its first convention. An active 
figure in Association circles, James E. 
Porter, was the local president and as- 
sured Pittsburgh’s hospitality. The war 
situation, the irritation to our country 
by certain unpleasant incidents, the 
functioning of the Federal Reserve Sys- 
tem, the operation of the newly organ- 
ized Federal Trade Commission, the 
general nervousness of the people, gave 
an unusual color to this convention. 
Yet through it all the bulwarks of the 
Association were carefully inspected and 
its powers to serve vividly brought out. 
Newly organized Associations were 
small in number during the previous 
year but the membership increase re- 
flected an earnest interest and brought 
the membership of the National Asso- 
ciation to a new peak of 20,780. 

One of the finest thinkers in this un- 
usual period, Charles D. Joyce of Phila- 
delphia, was elected President. S. J. 
Whitlock of Chicago passed into the 
first vice-president’s office and Frank S. 
Flagg of New York became the second 
vice-president. 

The export balance of the year 
amounted to over three billion dollars, 
and the net gold imports were 530 
millions. 

In this cycle several of the founders, 
like ‘‘streaks of the morning had melted 
into the infinite azure of the past,” with 
never to be forgotten records. James 
G. Cannon of New York, the leader 
president of 1897, M. E. Bannin of 
New York, the National vice-president 
of 1896, Charles G. Rapp of Philadel- 
phia, W. S. Campbell of Detroit, and 
Thomas Todd of Baltimore passed out 
of life. 

All set, the National Association of 
Credit Men faced the future with a firm 
courage and a fixed course. 

A il 

Rtg you give our daughter that copy 
of “What Every Girl Should Know’?” 
asked Dad. 

“Yes,” replied Mother, despondently, 
“and she’s writing a letter to the author 
suggesting a couple of dozen corrections 
and the addition of two new chapters.” 

—Boston Beanpot. 


When writing to advertisers please mention Credit & Financial Management 









— 


> btw wre elt 


py 
, - , 


tly, 
hor 
ons 





_ ICC — ERA — CWA - NRA - RFC - AAA — PWA - RACC - HOLC — FCA — FRB — FHLB - CCC - DLB — FDIC — PCC - BFC — NFLA ~ TVA — ICC — ERA — CWA 


Old 
Masters’ 
photo. 


Alphabet 
soup oT 
anagrams, 


Mr. Smith, 


NRA — RFC - AAA —- PWA - RACC - HOLC — FCA — FRB — FHLB - CCC — DLB — FDIC — PCC — BFC - NFLA — TVA 
1 


“It looks as though someone 
played anagrams with the al- 
phabet soup.” 
—Alfred E. Smith in 
“The New Outlook.” 


INITIALS’ ARE IN STYLE 


* And here are some of them: 
NRA—National Recovery Administration. 
RFC—Reconstruction Finance Corp. ~~~ 
AAA—Agricultural Adjustment Administration. 
PWA—Public Works Administration. 
RACC—Regional Agricultural Credit Corp. 
CCC—Civilian Conservation a 
DLB—Deposit Liquidation Board. 
FDIC—Federal Deposit Insurance Corp. 
HOLC—Home Owners Loan Corp. 
FCA—Farm Credit Administration. 
FRB—Federal Reserve Board. 
FHLB—Federal Home Loan Bank. 
PCC—Production Credit Corp. 

BFC—Bank for Cooperatives. 
NFLA—National Farm Loan Association. 
TV A—Tennessee Valley Authority. 
ICC—Interstgte Commerce Commission. 
ERA—Emergency Relief Administration. 
CW A—Civil Works Administration. 
NIC—W hich Stands For The 


NATIONAL 
INSTITUTE 


These are the times that try men’s souls—and their memories. You're 
right, Mr. Smith. It does seem as though someone has been scrambling 
the alphabet. 

But, no doubt, you've noticed too that insistence on ability and knowl- 
edge are the prerequisites of the New Deal—not only in government but 
also in business. 

And in business the need of a sound training in fundamentals, espe- 
cially credit fundamentals, is completely understood and as completely 
demanded. In this modern credit economy, the man who hasn't a grasp 
of credit fundamentals hasn’t much chance of forging ahead. 

NIC (National Institute of Credit, Mr. Smith) courses are designed 
for one purpose: to develop your Credit background. The new course 
in Credits and Collections will do exactly that. Write us today. Put your 
own initials up with those of the leaders. 


2 soe 8 ee oe A es ee 
NATIONAL INSTITUTE OF CREDIT, Dept. 3, One Park Avenue, New York. 
Please send me details of your NEW course in Credits and Collections. 


ADDRESS 
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modern 
office 


An idea and experience ex- 
change on equipment, system 
and management in the mod- 
ern credit and business office. 


Air conditioning 
for ‘phone booths 

Churchill Cabinet Company has de- 
vised a system of ventilation which ex- 
hausts air from a telephone booth and 
provides a positive supply of fresh air. 

Unique in detail it is adapted for use 
in practically every kind of telephone 
booth. The new system, while provid- 
ing positive ventilation, of which the 
Occupant is conscious, does not subject 
the user to a draft; and in addition ex- 
pels heat, smoke and odors. 

The light and ventilator may be con- 
nected in parallel and controlled by a 
door switch so that when the door is 
opened the light is extinguished and 
the ventilator is shut off. 

"Slim Jim" 
new memo book 

Another new product of the Na- 
tional Blank Book Company, Holyoke, 
Mass., is a new loose leaf thin back 
memo appropriately dubbed, ‘Slim 
Jim.” It is declared to be almost as 
thin as a wafer and almost feathery in 
its lightness, weighing only one ounce. 
It has three rings which open or close 
quickly for easy insertion or removal 
of sheets. ‘Slim Jim” should fill the 
demand for a memo that will not bulge 
the pocket. It retails for twenty-five 
and fifty cents and is attractively 
dressed in colorful leather and imita- 
tion leather covers with metal back. 
Each book contains twenty-five leaves 
of faint ruled Yorkshire bond paper. 
* New Todd 
checkwriter 

Among the greatest advances in a 
decade of checkwriter design and 
manufacture is the new thirty-three key 
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operated Protectograph announced in 
January by the Todd Company, Roches- 
ter, N. Y. This machine was devel- 
oped as the result of over ten years’ 
continuous research and test, and the 
expenditure of large sums in experi- 
mentation. It is called the first moder- 
ate priced key operated checkwriter 
ever offered. The key board is stand- 
ard, and comprises eighty-one keys. 
There are 1,024 parts in this model. 

This new Protectograph is different 
in appearance from anything the check- 
writer industry has ever shown. Credit 
for the external styling is due to Henry 
Dreyfuss, industrial product designer 
of New York, who was engaged to 
style the proposed case. 

Model 33 is finished in a rich satin 
black, with the keys in jet black and 
gray, relieved by a maroon background. 
German silver trim heightens the mod- 
ern effect of the design. Through 
newly designed and enlarged numerals 
a greater degree of protection for 
amount lines is secured. This fact is 
coupled with the Todd two-color rib- 
bon inking principle which thoroughly 
permeates the paper and provides uni- 
formly inked impressions as it comes 
in contact with the type—assures un- 
broken characters that are always 
shredded perfectly into the check to 
assure maximum safety. The type is 
forged brass, and the brass platen is 
guaranteed against chipping for the life 
of the machine. An insurance policy 
protects the owner of the Model 33 
against losses up to $12,500 resulting 
from check alteration and forgery 
losses. 


Human nature 

Y and credits 

The biggest obstacle the ‘New Deal” 
is up against is human nature, and it 
can only go as fast as there are ‘New 
Dealers” to give it cohesion, force and 
direction, Harry King Tootle, of the 
New York Times, told the February 
forum meeting of the New York Credit 
Men's Association. 

“It is going to be a gigantic task,” 
said Mr. Tootle. “Among those who 
must be turned is that 10 per cent of 
whom President Roosevelt speaks when 
he sets an arbitrary figure for code re- 
calcitrants. There must not only be a 
Commander-in-Chief—and we have him 
now—but there must be an army. The 
task of the President is not only to lead 


against a real enemy, but also to hold - 


his army together in the face of the dis- 
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couragements and attacks generated by 
selfish human nature.” 

The belief was expressed by Mr. 
Tootle that under the “New Deal” 
something will be done to put an end 
to dishonest bankruptcies. He said it 
is a shame that the law does not have 
teeth except for the most flagrant cases. 
Also, a law to curb dishonest lawyers 
who coach dishonest bankrupts, was ad- 
vocated by Mr. Tootle. 

“Human nature is one of the old in- 
fluences which we shall have to con- 
sider when talking of new influences,” 
continued Mr. Tootle. “It cannot be 
forced ahead too rapidly. Now how 
will our attempt to regiment human 
nature affect initiative? So much of our 
initiative has been based on rugged in- 
dividualism that some say if we curb 
individualism we shall kill initiative. I 
do not think so. Where there are high 
ethical standards, whether self-imposed 
or accepted perforce, we do not find 
initiative stifled by lack of great finan- 
cial reward.” 

The meeting was reminded by Mr. 
Tootle that efforts to accord better credit 
facilities to the small merchant are a 
major concern of the “New Deal.” 
However, he emphasized the fact that 
the little man is not going to be pro- 
tected just because he is a little man. 
On the contrary, he said, there is no 
place for him at the head of a business 
if he has insufficient capital, is inexpeti- 
enced, or exercises poor judgment. In 
fact, he declared he personally wished 
there might be an examining board 
which would keep some men out of 
business. 

“Perhaps credit and sales managers 
might form a national bureau for the 
prevention of the starting of businesses 
which haven’t a chance of success,” 
went on Mr. Tootle. “Certainly you 
would be carrying out the spirit of the 
“New Deal.” One of the greatest eco- 
nomic wastes is seen in the turnover of 
small enterprises, and waste is one of 
the things which is to be taken into 
account with our changing points of 
view.” 

Mistaken identity 

She was a big, strong woman, and the 
burglar she had captured bore unmis- 
takable signs of punishment. 

“It was very plucky of you, madam,” 
said the magistrate, “to have set upon 
the burglar and captured him, but need 
you have blackened his eyes and knocked 
out his teeth?” 

“Well,” said the woman, “how was 
I to know he was a burglar? I'd been 
up three hours waiting for my husband. 
I thought it was him.” —Kablegram.” 








lit 


was 
been 
band. 
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Future reference 


Business Man (after interviewing his 
daughter’s suitor)—“I regret I cannot 
see my way to allow you to marry my 
daughter at present, but give me your 
name and address; then, if nothing bet- 
ter turns up in the near future, you may 
hear from us again.” —Passing Show. 


Stop! 

They were partners and occupied ad- 
joining offices, separated by a thin par- 
tition, over the top of which they were 
able to converse. They also shared a 
single stenographer. 

One morning Moe called over to 
Jake: “Say, Jake, business is good in 
Chicago.” 

“What makes you think so?” called 
back Jake. 

“Our dealer out there just telegraphed 
in a big order. Listen while Miss Jones 
reads it to you.” 

So Miss Jones read: ‘Please rush 9 
dozen No. 18 Stop 3 gross of No. 5 
Stop 2 gross of your No. Stop”— 

At this point Jake’s voice came 
sharply over the partition. ‘For heaven’s 
sake, Moe, leave the girl alone and let 
her read the telegram’’—Exchange. 


Window dressed 
statements 
iV 


(Continued from page 7) 

Apart from deliberate dishonesty, 
financial statements continued to be of 
value until such time as some account- 
ants forgot that they were essentially fact 
finders and entered the field of the prog- 
nosticator. I am convinced that within 
recent years business men have lost much 
faith in financial statements submitted 
by borrowers and others. 

An interesting illustration of window 
dressed statements is found in the case 
of the X Utility Company. Y organized 
the company, became its president, and 
sold to the company stocks amounting to 
$330,000 which he owned in several 
small utility companies. For these 
stocks, and a promise to pay $3,270,000, 
he received the entire issue of $6,000,000 
of common stgck and $4,000,000 of 
preferred stock. All the preferred, and 
$1,000,000 of the common stock, was 
then sold to the public for $3,600,000 
in order that cash might be paid to the 
company. Y retained control of the 
company with $5,000,000 of its common 
stock. The X Utility Company then had 
securities valued at $330,000 and cash 
of $3,270,000 but its outstanding capital 
was $10,000,000. The books would not 
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balance—more assets were needed—so 
the securities were set up in the accounts 
at an arbitrary figure to make the differ- 
ence, a mere write-up of assets of some 
$6,000,000! 

Some well-known corporations oper- 
ated on a somewhat different plan. 
Profits and assets were deliberately 
understated, and losses and _ liabilities 
overstated, in the creation of secret re- 
serves. Small apparent earnings had a 
reducing effect upon stock market quota- 
tions. Stock pools were formed by in- 
siders who bought up the stock offerings 
of the unsuspecting suckers. When suf- 
ficient stock had been acquired in the 
pool, the secret reserves were suddenly 
eliminated, properties were reappraised 
upward, as in an illustration above, stock 
dividends were declared, and the pool 
stock accumulations were unloaded at 
handsome profits to those on the inside. 
If there were no ulterior motives in the 
first instance, why was it necessary to 
create secret reserves? Why should 
there not be a full disclosure to stock- 
holders and creditors of all significant 
facts ? 

It is unnecessary for me to review the 
misery caused by the stock market de- 
bacle in 1929 when the bubble burst. 
It is curious to note, however, what the 
effect has been upon the shady, financial 
statement manipulators of the prosperity 
era. The optimists of that time have 
suddenly become (Continued on page 36) 
* The bank 

of Time 

u 

If you had a bank that credited your 
account each morning with $86,400, 
but carried over no balances from day 
to day and allowed you to keep no cash 
in your account, and every evening can- 
celled whatever part of the amount you 
had failed to use during the day—what 
would you do? Draw out every cent, 
of course. 

Well, you have just such a bank, and 
its name is Time. Every morning it 
credits you with 86,400 seconds. Every 
night it writes off as lost whatever of 
these you have failed to invest to good 
purpose. It carries over no balances. 
It allows no overdrafts. Each day it 
opens a new account with you. Each 
night it burns the record of the day. 

If you fail to use the day’s deposits, 
the loss is yours. There is no going 
back. There is no drawing against the 
morrow. You must live in the present 
—on today’s deposit. Invest it so as to 
get from it the utmost in health and 
happiness and success.—Joys of Life. 
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Window dressed 
statements 


(Cont. from page 35) most conservative 
Starting in 1930 and 1931, we were told 
that price levels had changed again, that 
it would be a long time before there 
would be any revival. It was suggested 
by appraisers, for reasons that I believe 
are obvious, that plant and equipment 
should be revalued, this time downward 
instead of upward, that prior operating 
losses and capital losses should be elimi- 
nated. It was then discovered in many 
quarters that no surplus was available on 


the books of the corporation to permit 
such writing off of assets and losses. Again 
the fertile minds came into play. They 
suggested a revision of the capital struc- 
ture. Let me illustrate how simple it 
was for them to create a surplus. 

A corporation had par value capital 
stock of a million dollars. An amend- 
ment to the charter was filed, changing 
the stock from par value to no par, and 
the no par stock was given a stated value 
of $100,000. The effect on the books 
of the corporation was a reduction in 
capital stock from $1,000,000 to $100,- 
000, and there was $900,000 left over 
for capital surplus. Losses and assets 
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were written off against this $900,000 
capital surplus. , 

Sometimes instead of proceeding as 
just outlined, the plan adopted would 
be to reduce the par value of capital 
stock from a higher amount to a lower 
amount; for example, a reduction of the 
par value of stock from $100 to $10 
would also result in an increase in capital 
surplus. 

I can find no fault with the corpora- 
tion that eliminates from its accounts the 
effect of enthusiastic reappraisals during 
the prosperity period; neither can I find 
fault with the elimination from the ac- 
counts of obsolete unused plant and 
machinery. I do object most strenv- 
ously, however, to the suggestion that 
we discard normal rules of valuation in 
accounting and that we substitute there- 
for from time to time the indefinite esti- 
mates of appraisers and economists te- 
specting valuations and changing price 
levels. 

You credit men and we accountants 
must do some thinking for ourselves. 
We must be less gullible and more cau- 
tious and not too willing to follow the 
faddist bellwether. If we want financial 
statements to convey the truth, we 
should insist upon a strict adherence to 
the use of the “going concern basis of 
valuation” as above defined. We should 
insist in all cases of deviation from the 
accepted principle of historical costs, less 
provisions for accumulated depreciation, 
including obsolescence, that there be full 
and impartial disclosure. Let us not lose 
sight of the fact that the purpose of 
financial statements is to present in- 
formation—the more accurate informa- 
tion presented, the better the statements. 


E. G. Clerke 
succeeds J. L. Richey 


The officers and directors of the Cin- 
cinnati Association of Credit Men, an- 
nounce a cooperative arrangement with 
the Service Corporation of the National 
Association of Credit Men, whereby all 
of the functions of both the Cincinnati 
Association of Credit Men and of the 
National Association will be brought to- 
gether in one office. 

The Credit Interchange and the Col- 
lection and Adjustment Bureaus will be 
under the supervision and control of the 
National Association, while the various 
credit and trade groups as well as other 
local association activities will be carried 
on as in the past under the direction of 
the Secretary-Manager of the Cincinnati 
Association of Credit Men. 

Mr. Ernst G. Clerke, who was for 
many years Comptroller of the Richard- 
son Paper Company, and in the Credit 
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Department of the H. & S. Pogue Com- 


pany, has been selected as Secretary-Man- 
ager of the Cincinnati Association to suc- 
ceed Mr. John L. Richey. 

Mr. H. W. Voss, who has been the 
Collection and Adjustment Bureau Man- 
ager of the Toledo Association of Credit 
Men for the past few years, has been 
selected as General Manager of the Serv- 
ice Corporation. He comes with an ex- 
cellent record behind him in general 
association activities with the Evansville 
Association of Credit Men, and also at 
Toledo where he handled some very 
large liquidations, extensions, receiver- 
ships and collection matters. His many 
years of experience have given him ex- 
cellent training for his duties in Cin- 
cinnati. 

Mr. S. J. Haider of the Service Cor- 
poration will continue as manager of the 
Credit Interchange Bureau. Mr. John 
W. Hueber, who has for so many years 
been associated with the Cincinnati As- 
sociation of Credit Men in the manage- 
ment of commercial and industrial engi- 
neering cases, will continue in that 
capacity. 

On or about March 1, 1934, all of the 
departments of both the local and na- 
tional associations will be located in the 
same office in the Temple Bar Building, 
which has been the headquarters of the 
local association for the past few years. 


Forums 


Cleveland.—The second annual series * 


of weekly credit forums, being conducted 
by the Cleveland Association of Credit 
Men at the Statler Hotel, is attracting 
many more people than did the first series 
last year. The meetings last year aver- 
aged an attendance of about 100 each, 
whereas the first three meetings this year 
have brought in 203 people, 150 people, 
and 180 people in that order. 

John Kapp of the law firm of Gris- 
wold, Green, Palmer & Kapp, spoke at a 
recent meeting on “Legal Aspects of 
Credit.” He outlined what seemed to 
be some of the elementary precautions in 
extending credit, in accepting mortgages, 
making conditional sales contracts, in 
taking insurance to increase credit lia- 
bility, consignment selling and accepting 
bonds, but emphasized that too often it 
is these simple things that bring credit 
cases into litigation. For example, he 
said, about one-tenth of all credit losses 
are due to the failure of the seller to de- 
termine the exact identity of the pur- 
chaser and his capacity and authority to 
accept the credit requested. 

Mr. Kapp described credit or col- 
lectibility insurance as “very much of 
a delusion” because it usually contains 
sO many exceptions, exclusions, etc., that 


the particular loss incurred is not covered. 
Consignment selling with its many pit- 
falls and economic evils is rapidly falling 
into disuse, he stated. The expense of 
periodic check-ups makes it too expen- 
sive, he said. He urged that the various 
methods of bolstering up the credit of a 
potential customer, such as insurance 


_ policies, mortgages, bonds, etc., be re- 


ferred to an attorney before a deal is con- 
summated. Many credit losses and court 
litigations could be avoided by this pre- 
caution, he said. 

Mr. Kapp condemned “hard-boiled’’ 
collection tactics. He described them 
as ineffective and dangerous. He rec- 
ommended as much courtesy in collecting 
debts as in dealing with a new customer. 

Urban Von Rosen, certified public ac- 
countant, discussed ‘‘Fraudulent Finan- 
cial Statements.” The time to prevent 
credit fraud is at its inception, urged Mr. 
Von Rosen. He recommended that a 
prepared form should be submitted to 
the prospective customer which takes into 
account the peculiarities of his business 
and current business conditions. In list- 
ing bank deposits now, for instance, he 
pointed out that it should be specified if 
these funds are in closed banks. 

The statement should also include such 
data as average percentage of gross profits 
to sales, type of accounting system, if 
regularly audited, etc. Mr. Von Rosen 
urged that quarterly or at least semi-an- 
nual statements be requested and sug- 
gested that the annual statement be pre- 
pared as of the end of the “natural” year. 


Obituary 


It is with regret that we record the 
death of Edward E. Huber. on January 
19, 1934, at the age of 78. For 58 
years he was associated with the Eber- 
hard Faber Pencil Company, becoming 
General ‘Manager in 1879 and Secretary 
and a Director in 1898. 

He was Treasurer of the Pencil Makers 
Association for many years. At one 
time he was President of the Stationers 
Board of Trade, a member of the Na- 
tional Association of Stationers and 
Manufacturers, and an executive of the 
Rubber Sundries Division of the Rubber 
Association of America. He was an 
honorary life member of the National 
Association of Credit Men. 

He was also a member of the Metro- 
politan Museum of Art. In 1912 he 
became a director, first Vice-President 
and Chairman of the Finance Depart- 
ment of the Greenpoint National Bank, 
Brooklyn. He served as Chairman for 
the Second, Third and Fourth Victory 
Liberty Loan Committees for the Sta- 
tionery trade during the world war. 
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Notes 
About 
Credit 
Matters 


= Interest charges 


on slow accounts 


From “Profit” a monthly publication 
of the C. R. Hadley Co. of Los Angeles, 
Cal., we reprint this interesting bit about 
interest charges on slow accounts and 
how to handle them in accounting. 

The question: We charge interest on 
slow accounts every three months. Some 
of these accounts are still in Accounts 
Receivable Ledger and some have been 
written off to Bad Accounts. 

When interest is charged on an active 
account, it naturally goes into Accounts 
Receivable; but should not go into sales. 
We have an account for Interest and 
Discount Earned, but we cannot enter 
interest in that account until paid. How 
do you handle these interest charges? 

Answer: First, let us divide the ques- 
tion into two parts; namely, the effect of 
interest On active account, or accounts 
still under the control of the General 
Ledger, and the effect of interest on ac- 
counts already charged off to Bad Debts. 

In the case of active accounts, it is as- 
sumed that the unpaid balance of each 
past-due account is increased at the close 
of each three-month period by the 
amount of the accumulated interest. The 
total of such interest charges, at the close 
of each period in which they are made, 
thay be journalized as follows: 

Dr.—Accounts Receivable 

Cr.—Uncollected Interest (A liability 
‘ account) 

When an account has been paid in- 
cluding interest charges, the entry on the 
Record of Cash Received would affect 
the following: 


Dr.—Cash or Bank 
Cr.—Accounts Receivable 
(The foregoing entry is for the entire 
amount collected ) 
Dr.—Uncollected Interest 
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Cr.—Interest Earned 

(The interest entry is for the actual 

amount of interest collected) 

It is understood that the cash book en- 
tries just mentioned would be posted to 
the General Ledger in monthly totals 
and not individually. If a delinquent ac- 
count were paid and you decided to 
forego the interest charges for some rea- 
son, an adjusting journal entry for the 
amount of such charges would be re- 
quired : 


Dr.—Uncollected Interest 
Cr.—Accounts Receivable 


Moreover, if an account to which de- 
linquent interest charges had been posted 
were found to be definitely bad and were 
charged off, care should be taken to clear 
the proper amount of uncollected inter- 
est out of the Uncollected Interest Ac- 
count at the time of charge-off. This 
would be done by debiting Uncollected 
Interest Account and crediting Accounts 
Receivable for the amount of interest. 
The charge-off would be for the amount 
of the account, excluding interest. 

Now we come to the question of the 
account already charged off. There 
would be little object in making 
periodical postings of interest to the ac- 
counts in the Bad Debt Ledger, because 
it is hardly likely that most of them will 
be paid. However, any such interest 
postings would be purely memorandum, 
as the bad accounts are no longer under 
the control of the Accounts Receivable 
Account in the General Ledger. 

If an account charged off to Bad 
Debts is later collected, the cash book 
entry would probably affect the follow- 
ing accounts: 


Dr.—Cash or Bank (Full amount recovered ) 
Cr.—Bad Accounts Recovered 
(This is a miscellaneous income 
account to which is credited the 
amount recovered, less interest) 
Cr.—Interest Earned c 


Anniversary 

January 1, 1934 marked the 10th 
birthday of the formal organization of 
The Uptown Credit Group, which began 
as an informal organization early in 
1922. Upon affiliation with The Silk 
Association of America, Inc., in 1924, 
the Group employed paid personnel and 
embarked on a course of planned close 
voluntary cooperation. Repeating the 
Group’s action in 1932, the entire mem- 
bership (with several non-Group mem- 
bers), subscribed a Second Emergency 
Fraud Prosecution Fund. Its adminis- 
tration, through the National Associa- 
tion of Credit Men, under direction of 


the Group’s Case Committee, has been 
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a contributing factor to the recent cessa- 
tion of fraudulent failures in this indus- 


try. 


Annual turnover 
of firms analyzed 

There are approximately 14 per cent 
fewer dry goods and department stores 
in the United States than there were in 
1929, and the annual turnover in a mail- 
ing list of the firms in business amounts 
to as high as 40 per cent, according to 
figures recently published by Buckley, 
Dement & Company, Chicago. 

The lists carried by this firm show 
that 41,631 dry goods and department 
stores were doing business at the end 
of 1929. In 1930, 8,322 are shown to 
have gone out of business, but 8,362 
new firms opened, showing a gain of 
40 for the year. There was a loss of 
2,083 in 1931; 1,927 in 1932, and 
1,987 in 1933 (up to November 1). 
Thus, though there is a relatively small 
percentage of net change indicated for 
each year, it may be seen that there has 
been a very high percentage of actual 
changes in concerns. 


NRA curbs 
secret rebates 

Elimination of secret rebates is the 
merchandising provision most com- 
monly found in the trade practice regu- 
lations of manufacturers codes, followed 
by prohibition of false marking or 


‘branding, and misrepresentation or false 


and misleading advertising, it is indi- 
cated in an analysis of 85 Codes cover- 
ing goods sold by retail stores, made by 
Dr. Kenneth Dameron, Deputy Admin- 
istrator, NRA. 

In an effort to determine what effect 
manufacturers codes would have on re- 
tail advertising and merchandising, Dr. 
Dameron analyzed the trade practice 
provisions of 85 Codes, 43 of which 
dealt with consumers goods. Only 52 
of these Codes contained provisions 
regulating trade practices, it was found, 
28 leaving the problem to the Code Au- 
thority. Of these 52 Codes, the follow- 
ing provisions, in order of frequency, 
were included: 

1. Secret rebates 

2. False marking or branding 

3. Misrepresenting or false and 
misleading advertising 


. Commercial Bribery 

. Piracy of Trade Mark 

. Giving of Prizes, Premiums or 
Gifts 

. Consignment of merchandise.... 

. Piracy of Design 

. Advertising Allowance 

. Combination Sales 
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Credit careers 











LEE M. HUTCHINS 


The name of Lee M. Hutchins is 
identified with the constructive and ex- 
tremely interesting years of the National 
Association of Credit Men. 

Mr. Hutchins was one of the parents 
of the Grand Rapids Association of 
Credit Men. He had been active in the 
business circles of his city, made a 
reputation among his local friends for 
initiative and integrity; he recognized 
the great value of our movement to the 
commerce of the nation and gave to it 
the very best that was in him. 

His striking personality and sensible 
aggressiveness quickly won him recogni- 
tion among the pioneers of the National 
organization, and at the Baltimore Con- 
vention of 1906 he was honored with 
a position on the National Board. 

Mr. Hutchins possessed the power of 
presenting his ideas to an audience with 
force and persuasion, he was always wel- 
come at the meetings of local Associa- 
tions and in his official capacity attended 
the first State Conference ever called in 
the Association’s history, and it hap- 
pened to be in Texas. The experiences 
of that journey and event will long be 
remembered by the little company who 
attended this Convention and enjoyed 
for the first time some Texas pranks. 

Until 1912 Mr. Hutchins continued 
to serve the National Association as a 
director, but in that year he was elected 
to the vice-president’s office, a position 
that he filled with his usual distinction. 

For many years Mr. Hutchins had 


held responsible positions in the success- 
ful business of the Hazeltine & Perkins 
Drug Company of Grand Rapids. 
Among the members of this particular 
trade he had won a high place and his 
ideas on business and on credit were 
always listened to with the deepest re- 
spect. 
Owing to the death of Dr. Hazeltine 
the responsibilities of the business de- 
volved almost entirely on Mr. Hutchins 
and to meet these responsibilities he was 
forced to relinquish active duties with 
the National Association of Credit Men. 
His memories will always be vivid with 
those who knew him as a companion and 
as a friend, his name will always be writ- 
ten high in the annals of the N.A.C.M. 
Mr. Hutchins is still the pivotal power 
in his business organization. He holds 
in an unusual way the affection and the 
esteem of the Grand Rapids people. It 
would be a wonderful thing for the Na- 
tional Association of Credit Men had he 
the physical strength and the leisure to 
return to its ranks and once again take 
part in directing its destiny. 


Comprehensive survey 
of national income 


A new series of basic estimates of the 
national income, the most detailed and 
complete ever compiled, have just been 
submitted to the U. S. Senate by the 
Bureau of Foreign and Domestic Com- 
merce after more than a year of intensive 
research. The study was undertaken in 
response to a Senate Resolution, and was 
prepared with the active cooperation of 
the National Bureau of Economic Re- 
search, Inc. 

The full report, which presents over 
two hundred tables giving details of the 
form of payment and the industrial 
sources of income for each of the years 
1929 to 1932, is in the Senate Finance 
Committee, and may be printed for dis- 
tribution as a Senate Document at an 
early date. 

It should be noted in using the figures 
below that they do not include imputed 
items, casual or illegal income, and that 
the 1932 figures are preliminary and all 
figures subject to slight modification. 

The total income distributed to indi- 
viduals throughout the nation was 81.0 
billion dollars in 1929; 75.4 billion in 
1930; 63.3 billion in 1931; and 49.0 
billion in 1932, a decline of 40 percent 
from 1929. Income produced in each 
of these years amounted to 83.0, 70.5, 
54.7, and 38.3 billion dollars, respec- 
tively, with the decline from 1929 to 
1932 amounting to 54 percent. The 
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income distributed by industries in 1929 
was less than that produced to the extent 
of 2.0 billion dollars, this amount being 
retained by corporate and individual en- 
terprises. In the following years, how- 
ever, the amount distributed exceeded 
the amount produced, a draft being 
made upon previously accumulated sur- 
pluses and assets; such withdrawal of 
income exceeded income produced in 
1932 by 10.6 billion dollars. 

The study indicates that labor income 
amounted to about 53 billion dollars in 
1929 (more than the total income in 
1932), accounting for 65 percent of the 
total income distributed. Property in- 
come and entrepreneurial income in the 
same year each amounted to slightly over 
12 billion dollars, or 15 percent of the 
total, while net rents made up the re- 
maining 5 percent. The total figures 
also include the net flow of international 
income payments. 

Wages have suffered the most severely 
in the general decline since 1929, with a 
falling off of 60 percent in those indus- 
tries in which it was possible to segregate 
this item. Salaries dropped 40 percent, 
much less rapidly than wages, with the 
most severe curtailment occurring in 
1932. Property income distributed, 
however, receded but 30 percent. This 
situation was brought about by the main- 
tenance of interest payments rather uni- 
formly up to 1932, with only a small 
decline then. Dividend payments were 
well maintained in 1930, but declined 
thereafter more rapidly than wages. 

Manufacturing was the largest indus- 
trial class contributing to income, ac- 
counting for 22 percent of the total dis- 
tributed in 1929. Trade, finance, and 
services accounted for 14, 12, and 11 
percent of the total, respectively. 


The decline in income distributed was 
most severe in the construction industry, 
the 1933 volume being but 28 percent 
of the amount paid out in 1929. In- 
come in mining fell off about 60 percent 
and in manufacturing about 55 percent 
in the four-year period. In the manu- 
facture group, the construction materials 
and metals and metal products sections 
declined most severely, 70 percent and 
67 percent, respectively. It will thus be 
seen that the greatest declines have taken 
place in the durable goods industries. 

The general downward trend was least 
severe in the field of government (in 
which expansion of employment and 
bonded indebtedness slightly raised in- 
come payments), electric light and 
power and gas, communications, and 
food and food products manufacture. 
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“Now is 
the time" 
uu 


(Cont. from page 9) best be designated 
and prosecuted as a scheme to defraud. 


Quite obviously, therefore, the type 
of person who will be attracted to such 
a venture is of the real criminal class 
and entirely unimpeded by the merest 
decencies in the methods to which he 
will resort. 

The first step in the scheme is to find 
a business which has been running for 
some time and which has managed to 
develop some reputation in the com- 
munity as a going concern, and of 
course the price for which it can be 
bought must be within the reach of the 
schemers. 

Neither stock in trade nor equipment 
is of great importance. What is really 
being bought is reputation, and that is 
the sole consideration. If a business 
with an established reputation can be 
purchased, credit will be easy to procure 
because it is figured the average credit 
grantor will not find out the change of 
actual ownership until it is too late, and 
as a matter of fact that is exactly what 
frequently happens. 

If difficulty is had in “buying repu- 


tation” the “boys” do not scruple to 
simulate reputation. This they do by 
engaging in business under a name so 
similar to that of a well established and 
well rated business that the average 
creditor grantor will be easily misled. In 
fact, they might go so far as to adopt a 
name for the business which is the exact 
duplicate of a business of good reputa- 
tion—the only difference being that of 
the address of the business. Reputation 
is so important in the scheme that the 
racketeer, if he cannot buy it will steal 
it. 
But once having gotten a good busi- 
mess mame, the foundation of the 
scheme has been laid, and the building 
of the superstructure has begun; a 
financial statement, false in almost every 
particular is issued; fake references or 
references addressed to accomplices in 
the scheme are incorporated in it. Stor- 
age rooms are leased and truckmen who 
cannot be subsequently traced are hired. 
Merchandise of every description is 
bought by buyers who are instructed not 
to haggle about terms (almost invari- 
ably these rackets are general jobbing 
businesses), and when the merchandise 
is received it is sold for anything it will 
bring in cash, the purchasers usually 
being “fences” who feel that it is not 


their duty to “look a gift horse in the 
mouth.” The whole thing may not take 
over a month or two, and by the time 
of the due date the “boys” have gone 
and only the vaguest description may be 
procured in an effort to apprehend 
them, it being part of their policy to 
remain in the background. 

There is comparatively little difficulty 
in convicting such people, if and when 
they are caught, but after such convic- 
tions it seems strange that the schemers 
were able to get credit so easily. Courts 
seem to think that racketeers should not 
be able to outsmart business men. It 
is only fair to state, however, that it has 
not always been due to lack of proper 
vigilance. 

In the light of these facts what ought 
to be termed the danger signals will 
perhaps become somewhat apparent. If 
the business, for instance, has changed 
from a specialty venture to one of gen- 
eral jobbing, and the price of the mer- 
chandise which the alleged jobbers are 
seeking to purchase is seemingly imma- 
terial, it is best to make a special in- 
vestigation. That should disclose the 
change of ownership, and once that has 
been determined no consideration what- 
ever ought to be given to the reputation 
and standing of the old business. Check 
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the financial statement of the new busi- 
ness very carefully, because even the 
cash item may be false—cash may have 
been deposited in the bank the day be- 
fore and drawn out the day after. And 
above all take a look at the customer's 
place of business; that, in itself, may 
be most revealing. 

Owing to what may perhaps be 
termed a commendable anxiety to sell 
merchandise, the loosening of credit 
may serve to invite racketeers back into 
ostensibly legitimate business—bootleg- 
ging and kindred activities being at the 
moment what they are. Under such 
circumstances this statement, I hope, 
may be of some timely interest. 


. Supreme Court 


decision 


(Cont. from page 19)f-om month to month 
or up to the end of the oie term. Com- 
pare In re Ells, supra; Slocum v. Soliday, 
supra; In re Roth & Appel, supra. Such a 
covenant is not, as petitioners contend, the 
equivalent of an agreement that bankruptcy 
shall be a breach of the lease and the con- 
sequent damages to the lessor be measured by 
the difference between the present value of 
the remainder of the term and the total rent 
to fall due in the future. The covenants 
appearing in the leases in question cannot 
be made the basis of a proof of debt against 
the estate. 


Collection— 
Y sales survey 


(Cont. from page 25) Dallas has had a 
slump in collections since last month. 
El Paso counts Fair on both sides. 
Fort Worth writes: “While sales in 
most lines have shown some improve- 
ment, collections have dropped off. 
Reports so far in February show im- 
provement over same period in January. 
UTAH: Salt Lake check under Fair 
for both sales and collections and adds 
“both getting better.” 

VIRGINIA: Richmond reports collec- 
tions and sales Good. Lynchburg shows 
a slight set back over last month. 
WASHINGTON: Bellingham indicates 
slight improvement in sales. Seattle 
checks again under Fair. Spokane re- 
ports indications of improvements in 
sales. 

WISCONSIN? Fon du Lac reports no 
change since last month. Green Bay 
says collections and sales were boosted 
in January. 

WEST VIRGINIA: Clarksburg says 
retail business not much improved but 
that wholesale business has gained. 


You're next 


When the boys of the 90th Division 
went to France they were in a French 





barber shop teaching the barber to greet 





his American customers in their own 
language, in a polite way. After drill- 
ing him over several times, they assured 
him that he was perfect in his lesson. 
The boys then stepped outside to hear 
their student recite his English. 


About thirty minutes later the Cap- 
tain of the Company came in and hung 
up his cap. The barber, standing by the 
chair with his towel in one hand, bowed 
very politely and said to the Captain: 
“All right, you bone headed cootie 
chaser, you are next.”—Staley Journel. 


Opportunist 

Plumber (arriving late): “How is 
it?” 

Happy Husband: ‘Not so_ bad. 


While we were waiting for you to ar- 
rive, I taught my wife how to swim.” 
—Penn. Punch Bowl. 


“I saw in the paper that in some out- 
of-the-way corners of the world the 
natives still use fish for money.” 

“What a sloppy job they must have 
getting chewing gum from a slot ma- 
chine.” 


1896-1934 


THE U.S. F. & G. begins its thirty- 
ninth year with a record of paying 


its losses promptly, fairly and with- 


out interruption since 1896. Its 9,320 


agents are pledged to uphold the 
best traditions of the casualty and 


surety business. 


USF&G 


UNITED STATES FIDELITY AND GUARANTY COMPANY 
with which is affiliated 


F&G FIRE 


FIDELITY AND GUARANTY FIRE CORP. 
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BALTIMORE, MARYLAND 
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Answers to 


"eredit cA 


questions 


Conducted by E. B. Moran 


The National Association of Credit 
Men supplies answers to credit ques- 
tions and some of the answers, of gen- 
eral interest, are printed regularly in 
Credit and Financial Management. 
Advice cannot be given, however, re- 
garding legal rights and liabilities. 
Such advice should be obtained from 
an attorney to whom all the facts 
should be stated. When such inquir- 
ies are received, information is fur- 
nished only as to the general principle 
of law involved. 


E 


Corporations 

Q. I note that the new business 
corporation law of the State of Penn- 
sylvania became effective on July 3rd, 
1933. A paragraph thereof reads as 
follows: Foreign corporations not reg- 
istered in Pennsylvania prior to July 
3rd, 1933, will be obliged to advertise, 
obtain a certificate of authority and pay 
a fee of $30.00 before they can do 
business here. 

We would like to know whether or 
not a corporation doing business in the 
State of Connecticut with offices in that 
state and selling to buyers in Pennsyl- 
vania, however, passing on all credits, 
billing, collecting and banking exclu- 
sively in Connecticut can be construed 
as doing business in Pennsylvania and 
so subject to the fee of $30.00 set forth 
in the Corporation Law of such state. 

A. It is the general rule under the 
corporation laws of the several states 
that any company incorporated under 
the laws of another state and maintain- 
ing its offices in the state of incorpora- 
tion is not doing business within a state 
by virtue of the fact that it is shipping 
goods into the state and receiving pay- 
ment therefor. 

Consequently, under the set of facts 
as set forth in the case, the Connecticut 
corporation maintaining its offices and 
taking orders and billing for the same 
in Connecticut but shipping goods into 
Pennsylvania would not be considered a 
company doing business in the State of 
Pennsylvania. This business constitutes 
interstate commerce and under the Con- 
stitution of the United States is not 
taxable under the laws of any state, 
including Pennsylvania. Thus, such a 
company would not be subject to the 
$30.00 tax as set forth in the above 
mentioned law. 


CY 


Judgment creditors rights 

Q. When a judgment in South Car- 
olina has been returned unsatisfied, 
what further remedy has the judgment 
creditor? 

A. He may examine the creditor in 
supplementary proceedings, to ascertain 
whether or not he is the owner of any 
property subject to execution. Through 
such proceedings he can reach any prop- 
erty belonging to the judgment debtor 
whether in his hands, or in the hands 
of a third party. 


Retail sales tax 

QO. We have a New York Branch 
who solicit dealers, carry stock, and ship 
from New York, but under no circum- 
stances do we sell anything at retail. 

The State Tax Department advised us 
that it is necessary for us to have quite 
a percentage of affidavits from our 
dealers to the effect that they are pur- 
chasing for resale and they are also 
requesting that we supply them with a 
list of at least five hundred of the deal- 
ers with whom we do business in the 
State of New York, who have pur- 
chased goods from the first of this year. 
While I don’t find any such interpre- 
tation of the law, I don’t want to ignore 
their demands if by any chance they 
might penalize us for our failure to 
comply with their demands. In fact, 
they told me at the tax office that if we 
did not do this it would be quite pos- 
sible that the tax examiner would be 
within his rights in examining our busi- 
ness to impose a total tax on our entire 
sales within the State of New York. 

I would therefore apppreciate any in- 
formation you might give me as to 
whether or not we should comply with 
their demands and what would be in- 
volved should we ignore them. 

A. The retail sales tax of New York 
State is Art. 17 of the Tax Law, Sec- 
tions 390-404 inclusive. Section 391 
of the Tax Law provides as follows: 

“The burden of proving that a sale 

of tangible personal property was not 
a sale at retail, shall be upon the per- 
son who made it, unless such person 
shall have taken from the purchaser 
a certificate signed by and bearing the 
name and address of the purchaser to 
the effect that the property was pur- 
chased for resale. For the 
of the proper administration of this 
article, and to prevent evasion of the 
tax hereby imposed, it shall be pre- 
sumed that all receipts are subject 
to the tax until the contrary is es- 
tablished.” 


The above provision of the statute is 
re 
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undoubtedly that which the State Tax 
Department relies upon in requiring you 
to furnish it affidavits from your cus- 
tomers to the effect that the purchases 
that they make from you are for the 
purpose of resale. 

Section 397 of the Act provides that 
if a return is not filed, or if when filed 
is imcorrect or insufficient, and the 
maker fails to file a corrected or suf- 
ficient return within twenty days after 
the same is required by notice from the 
Tax Commission, the Commission shall 
determine the amount of tax due from 
such information as it may be able to 
obtain, and if necessary, may estimate 
the tax on the basis of external indices 
such as number of employees of the 
person concerned, rentals paid by him, 
stock on hand and/or other factors. 

A tax so determined may be reviewed 
upon application made within thirty 
days after notice of the determination, 
and at such hearing evidence may be 
offered to support the determination or 
to prove that it is incorrect. The de- 
cision of the Tax Commission at such 
hearing is subject to review by the 
courts, if application is made therefor 
within thirty days after notice of the 
decision. 

Under the circumstances, the only 
practical course to follow is to comply 
with the demands of the State Tax 
Commission. While it is undoubtedly 
extremely burdensome to do so, the time 
and expense which would be involved 
in reviewing an incorrect determination 
would be even more burdensome. 


Bankru 

Q. ay company sold merchandise 
to a partnership for a period of about 
ten years, during which the partnership 
paid all invoices promptly, the terms of 
sale being net cash. Shortly after the 
last shipment we made, one of the patt- 
ners in the partnership called on us and 
informed us that the partnership was 
having difficulty in collecting the ac- 
counts and in order to prevent the 
accumulation of past due bills payable 
they decided to return the last shipment 
which was still intact. We assented and 
the merchandise was returned. A week 
later the partnership filed a voluntary 
petition in bankruptcy and the trustee 
in bankruptcy has made a demand on 
us for the merchandise returned, claim- 
ing a preference. Are we obligated to 
return it? 

A. In order to establish a preference 
the trustee must prove four things: (1) 
That while insolvent (2) the bankrupt 
within four months of the bankruptcy 
transferred property or money to cred- 
itor (3) which enabled a certain creditor 
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to obtain a greater percentage than any 
other creditor of the same class and (4) 
that the certain creditor had reasonable 
cause to believe that the bankrupt was 
insolvent at the time of the transfer. 
While this is a borderline case, the 
fourth element of a preference appears 
to be lacking. Having dealt with the 
partnership for ten years during which 
time the organization paid its bills 
promptly and since the partner who 
called upon you desired to return the 
merchandise in order to maintain its 
credit standing and solvency, it cannot 
be considered that you had reasonable 
cause to believe that the partnership was 
insolvent. 


Credit 
M reform 


by EDWARD A. BERNDT, Jr. 
Wm. A. Hansen Co., Chicago. 


“History in the making at our arms’ 
reach!” What does it indicate to the 
credit man ? 

Interpreting the march of events one 
cannot help but visualize a changed 
credit picture in the mold. 

Just as in the days preceding this past 
period of business, or rather lack of 
business, it requires but little reflection 
and no ingenuity to see that those firms 
with foresight should reap the harvests. 
Before the storm broke there were a few 
firms who made strenuous efforts to 
strengthen their working capital posi- 
tion. Justified or unjustified, they proved 
to be the ones who were least concerned 
during the preceding period, because 
they curtailed credit, collected amounts 
receivable, and held down inventories 
that did not have a turnover; in other 
words, they fortified their own position 
before the mass action took control. 

During the interim since 1928 credit 
men have had to be cautious and care- 
ful; possibly over-cautious as a group, 
as shown by the noticeable lack of bank- 
ing and commercial transactions in the 
face of governmental efforts to expedi- 
ate an increase in this element of 
business. 

A future credit basis has been made 
this past year» Credits have been liqui- 
dated to one of the lowest levels in the 
past decade. The business mortality 
tables show us that the trend of failures 
has had an unpredicted downward 
swing. The ramification of the activity 
in these elements has been the gradual 
elimination of many of the marginal 
firms and has required those small retail 
outlets, who formerly used some credit, 
to be carried on a cash basis. Gradually 
some credit will be expanded to this 


type of business, probably unnoticed by 
us as individuals. 

The NRA and the concern extended 
to credit in the codes should help stand- 
ardize the terms and provide a starting 
point. The terms and discounts in in- 
dustries are being regulated, and the 
tendency to restrict “consignment sales” 
and “returns” will permit legitimate 
financing with much of the risk and un- 
certainty eliminated in distribution. 

With the extended efforts of the gov- 
ernment to increase purchasing power, 
many of the small enterprises whose 
costs of production were increased by 
other measures will be enabled to again 
favorably compete on a profitable basis. 
Our employment tables show that a de- 
crease in unemployment has been ef- 
fected. The figures of the Bureau of 
Labor Statistics show employment is 
about 20% higher in the manufactur- 
ing industries than a year ago, with 
payrolls of about 30% above last year’s 
level. This is extra purchasing power 
in the hands of the masses. 

Recently business men were appraised 
of a definite monetary policy—a factor 
which unduly influenced future expan- 
sions. With its passage by Congress we 
will be more able to estimate the return 
on debts. Debtors will be repaying in 
somewhat more the same dollar in 
which their debts were contracted and 
creditors will more definitely know how 
to determine what they will receive. 

Nor has the function of our banks 
been lost sight of in the efforts of the 
Administration. On January 1, 1934, a 
new bank deposit guarantee law went 
into effect on a six months’ temporary 
basis with an implied promise to be re- 
placed by a similar one of a permanent 
nature. Reports show that approxi- 
mately 6000 banks“have been approved 
for membership in this insurance fund. 
The bulk of the population should be 
favored with such a movement as the 
encouragement in banking by indivi- 
duals, through the governmental elim- 
ination of potential loss in savings, and 
the loss through fluctuations in money 
itself should help set us on that pre- 
liminary base of the curve upward. 

The partnership of the banks with 
Uncle Sam, as the phrase is frequently 
used, will permit a more liberal policy 
of the banks toward industry, especially 
those in the consumptive fields. The 
“hub” bank of the Midwest was one of 
the first to sell its preferred stock to the 
government and since that time the rest 
are falling in line. Extra capital in the 
banks, available in the majority for com- 
merical loans, is thus created. 

Naturally the individual may present 
arguments refuting in part the above 


tendencies, but regardless of such te- 


bate, an increase is “in the making.” 
Historically speaking, every emergment 
from a depression has resulted in a 
similar movement. Each time some 
force was necessary, natural forces being 
in the majority, but the artificial, so 
called, have affected the necessary re- 
adjustments in society. 

The unwise and liberal extension and 
expansion of credit at this time will be 
as disastrous as it proved in 1929, but 
we are far from that point and we must 
be judicious in all actions. Credit regu- 
lations in industries themselves, the 
services of the Association of Credit 
Men in furnishing the credit history of 
firms, and the Interchange reports in 
showing the experience of others will 
have to be relied upon more than ever. 
Cooperation between government and 
industry, and industry itself, is being 
achieved step by step. A central office 
for the clearing of credit information in 
related industries is necessary to help us 
individually to keep pace with this 
evident credit trend. 


The dollar: 
y revised edition 


(Cont. from page 15) one hand and the 
interests of business and the general pub- 
lic on the other. There is some danger 
however of the importance of this rela- 
tionship being over emphasized. The 
new dollar may be, as we all hope it will 
be, a factor in business stimulation. Any 
advantage which that stimulation may 
have depends upon the use to which it 
is put. If the impetus given by the 
stimulant is followed by the pursuance 
of competent business practices, by a 
government policy fostering such indi- 
vidual and co-operative efforts in busi- 
ness as are needed to provide opportunity 
for profitable operation, and by far- 
sighted recognition by business of the 
necessity for distribution of income in 
such a way as to maintain buying power, 
then the new dollar will have been justi- 
fied. If it does not give this stimulus or 
if the effect of the stimulus is dissipated 
by permitting old abuses to again creep 
into business activity, we might better 
have retained the old dollar. The whole 
policy of stabilization upon a dollar 
devaluation basis will then have been a 
futile gesture. 


@ Bringing home the button 
“My fortune is made.” 
“How so?” 
“I’ve succeeded in crossing a homing 
pigeon with a collar button.” 
—College Humor. 


43 





Insurance 
digest 


Inaugurated be- 
cause of the credit 
fraternity's close 
contact with the 
insurance field 
and need of infor- 
mation about it. 


Fire loss 
total falls 


Annual fire loss figures for the 
United States for some years past have 
been quoted roughly at half a billion 
dollars—a huge sum of money—and a 
lot of money to write off each year in 
our national economic ledger. For the 
last two years, however, there has been 
a substantial decrease, and it is inter- 
esting to note the underlying causes of 
this reduction, and the interlocking de- 
crease in premiums. 

There may be some who will jump 
to the conclusion that much of the de- 
cline in fire waste can be attributed to 
effective fire prevention and protection 
activities in cities and towns, as indi- 
cated by the decline in losses in com- 
munities where fire prevention programs 
have been conducted in the interest of 
safety. They will also point out that 
people apparently have become more 
careful in handling common fire hazards 
and that many who are under-insured 
are giving more thought now to avoid- 
ing fires because of the financial loss 
which would fall upon them. But this 
cannot be substantiated as the main 
cause of the reduction because it has 
been more than offset by the neglect of 
property caused by depression condi- 
tions. . 

The chief reason for the decline in 
fire losses has been the tremendous 
_ write-off in property values forced upon 
us by the depression. For illustration, 
take the city of New York. The De- 
partment of Taxes and Assessments tells 
us that in a single year the value of 
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" New York property declined more than 


a billion dollars—from $17,759,844,944 
to $16,702,961,046. Corresponding, re- 
ductions in property values have been 
taking place year by year throughout the 
entire country, and no student of the 
present economic cycle can avoid being 
impressed with their effect. The decline 
has been a widely recognized factor in 
the depression—a contributing cause of 
much of the hardship suffered, and a 
blow to mortgage holders as well as to 
property owners. The decrease has ex- 
tended to practically every class of prop- 
erty—wherever you go you will find 
similar conditions. . . . Business stagna- 
tion, largely a by-product of lack of 
confidence in the future, has been an- 
other important cause of the reduction 
in fire losses. It fastened itself upon 
the nation, and one of its phases was a 
pronounced slowing up in the turnover 
of stocks of materials and manufactured 
products. Industrial and mercantile es- 
tablishments formerly carrying stocks of 
merchandise valued at millions of dol- 
lars have been getting along in the hun- 
dreds of thousands. Everywhere there 
were smaller stocks of goods and prod- 
ucts for a possible fire to destroy. 

The decline in property values and 
the slowing up of commercial activity 
have been felt with full force in the 
fire insurance business, because both of 
these ‘‘devaluations” left a lower insur- 
able value. When one considers also 
that many people were obliged to dis- 
continue their fire insurance entirely, 
and that numerous others became under- 
insured, the reason for the great decline 
in premium income, which has been so 
pronounced in the past year, becomes 
apparent. 

With the total of insurance at risk 
greatly curtailed, it is natural that a 
gradual but steady decline in reported 
fire losses should occur. The complete 
statistics, just released by the National 
Board of Fire Underwriters, show that 
the loss for 1932, as reported by mem- 
ber companies, was $400,859,554, a 
substantial decrease from 1931, when it 
amounted to $451,643,866. Preliminary 
estimates indicate an even greater re- 
duction for the year 1933, but because 
the losses are shown in reduced valua- 
tions, the actual physical destruction of 
property may have been only slightly 
less than before. 

Accordingly, it has been possible to 
reduce the dollar fire losses, but while it 
is one thing to get them down, it is 
quite another matter to keep them 


down. As the depression is defeated . 


and property values rise again, it might 
MARCH, 1934 


be assumed that the dollar losses will 
ride along in the same proportion, but 
if we can keep them where they are, 
or through constant effort reduce them 
still further, great benefit will accrue to 
us all. 

If the depression can do that for us it 
will have served one good purpose at 
least. 


John Hancock 
reports 

At the annual meeting of | policy- 
holders of the John Hancock Mutual 
Life Insurance Company of Boston on 
February 12, the report of the Directors 
indicated an increase of assets during 
the year amounting to $16,208,674, and 
an increase in the Safety Fund amount- 
ing to $1,582,980. The company has 
a General Surplus and Contingency Re- 
serve amounting to over 59 million dol- 
lars, out of total admitted assets amount- 
ing to $655,664,366. This Safety 
Reserve is the amount held by the Com- 
pany, after providing over 16 million 
dollars of dividends to be paid to 
policyholders in 1934. 

The report stated that the Directors 
found it expedient in 1933 to maintain 
the Company in a liquid position at a 
temporary sacrifice of interest rates, 
hence the report showed liquid assets of 
some 45 million dollars, of which 15 
million dollars was cash in hand, $20,- 
406,584 in United States Government 
Bonds and Notes, and obligations of 
other governmental bodies in the United 
States amounting to over 9 million dol- 
lars. 

“However,” said the report, “the 
pursuit of a more normal program of 
investment is now being resumed,”’ in- 
dicating that times are getting better and 
the cash demands on insurance com- 
panies are normal. 

During 1933 the Company paid 
nearly 100 million dollars to its policy- 
holders, and since organization, 71 years 
ago, it has paid to policyholders and 
beneficiaries nearly one billion dollars, 
the actual figures being $973,029,840. 


a 
The official way 


Foreign Official: “You cannot stay in 
this country.” 

Traveler: “Then I'll leave it.” 

Foreign Official: “Have you a permit 
to leave?” 

Traveler: “No, sir.” 

Foreign Official: “Then you cannot 
leave. I give you just six hours to make 
up your mind as to what you will do.”— 
Illinois Journal-News. 
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SEMI-ANNUAL STATEMENT 


DECEMBER 31st, 1933 


ASSETS LIABILITIES 








Cash in Banks and Trust Companies $10,051,289 58 Gi Geeks 3 een... $12,000,000 00+ 
United States Government, State, Reserve for Unearned Premiums...... 35,789,411 00 
County and Municipal Bonds. .. 17,203,728 78 Reserve for Losses.............0..0..0000.-. 5,899,173 00 
Other Bonds and Stocks Sis 51,450,277 54 Reserve for Unpaid Reinsurance...... 1,003,423 48 
Premiums in course of Collection. 9,673,667 I1 Reserve for Taxes and Accounts... 900,000 00 
Accrued Interest 0.0.2.0... 474,553 00 Contingency Reserve ...........0........: 6,594,777 00* 
Other Admitted Assets. ......... ? 825,866 00 NET SURPLUS... ............ 27,492,597 53} 


$89,679,382 01 $89,679,382 01 





* Contingency Reserve—representing difference between value carried in Assets and actual December 3!. 1933 Market quotgtions on all bonds and stocks owned. 


Surplus as regards policyholders $39,492,597.53! 
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Indexing 
Y overdue accounts 


(Cont. from page 17) that time, and the 
consequently less representative nature 
of the results. 

The executive of a company in a 
neighboring city informs me that, he 
compiles similar ratios for his company, 
showing changes which have occurred 
from the preceding month and from the 
same month of the preceding year, and 
compares the results with the fluctua- 
tions shown by the Buffalo composite 
ratios. This concern’s ratios do not vary 
greatly on the average from the Buffalo 
results, but there is little correspondence 
in the month-to-month changes. 

We are well aware of the limita- 
tions of our results. It would, of 
course, be desirable to have more con- 
cerns reporting, not only because it 
would make the data more representa- 
tive in character, but also because it 
might enable us to prepare reports by 
types of industries. We have already 
made an effort in this direction by segre- 
gating and publishing separately the re- 
sults for seven food concerns in the city. 


well aware also that the terms of credit 
are different in different industries, and 
that “overdue” does not mean the same 
period of time in every line of business. 
Possibly this is not as serious as might 
at first be supposed, because whatever 
may be the customary credit period, every 
business has adjusted its operations to 
this state of affairs and “overdue” may 
have the same economic significance in 
spite of its temporal variation. 

Our list of concerns does not include 
a number of important lines of business 
and probably does not include a suf- 
ficient number of small concerns. More 
complete information and perhaps a 
more sensitive index might be devel- 
oped if we had separate information on 
the amount of accounts less than 30 
days overdue, 30 to 60 days overdue 
and more than 60 days overdue, but it 
is doubtful if credit men are ready as 
yet to furnish such detailed figures. At 
any rate we have been unwilling to 
jeopardize the start which has been 
made by asking for too much. 

All of these short comings are due to 
a limitation of available funds. It is 
practically impossible to remedy these 
and other less important shortcomings 


and interest credit men in supplying the 
necessary information. This we did at 
one time, but at present are not able to 
afford. We hope that more prosperous 
times may enable us to make improve- 
ments, but in the meantime feel that 
our results serve to illustrate the feasi- 
bility of securing current information of 
practical usefulness in the field of credit. 
It is hoped that they may lead to more 
comprehensive information on a larger 
scale in the future. 


Movie complex 

Jackson came home after a visit to 
friends. 

“Well,” asked his wife, “did you see 
the Jones’ twins?” 

“Yes.” 

“Oh, George,” she went on eagerly, 
“don’t you think the boy is the picture 
of his father?” 

“Yes,” he said, “I certainly do, and 
the girl is the talkie of her mother.” 
Three's a crowd 

The bride was very much disconcerted 
at seeing twin beds in their bridal suite. 

““What’s the matter, dearest?”’ asked 
the attentive bridegroom. 

“Why, I certainly thought that we 
were going to get a room all to our- 


Every one acquainted with credits is in the data without a field agent to visit selves.” —Exchange 


Apood UU al ablintiisnes with 
LETTERS that SHAKE HANDS! 


With the Auto-typist you can put a mental handclasp in 
every collection and credit letter you send out. You can 
humanize routine letters with personal appeal, in the form 
of specific names, dates and facts that pertain only to the 
individual addressed. Your customers will feel that you, 
as an individual, are interested in them personally and 
they will be prompted to act more quickly. 

When you have hundreds of credit and collection let- 
ters to write daily, the task of personally dictating them 
is impossible. These letters can often be standardized 
into various classifications and turned out perfectly by 
the Auto-typist. Every name, date and fact that you wish 
to mention to a particular individual can be easily inserted 
by your own typist. Each letter turned out by the Auto- 
typist will appear to be dictated personally by you—yet 
your time and the time of your stenographer will be saved. 

Montgomery Ward is one company that investigated 
various methods of handling time-payment correspond- 
ence, with the result that Auto-typists were installed. 
To learn more about this efficient method of turning out 
letters at only 1 cent each—letters that shake hands with 
customers—write us for information and reports from 
other Auto-typist users. 


Avito-typist 
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AMERICAN 
AUTOMATIC 
TYPEWRITER CO. 


608 No. Carpenter St. 
Chicago 


“5 AS TSE A Title geecnserss te tna gee tapes meee te a un ee eee 





Thirty-ninth 


Annual 


Convention 
N. A. C. M. 


Los Angeles, Calf. 
June 11th-15th 


1934 


Details of plans “now in work” indi- 
cate the 1934 Convention will be the 
most important gathering of Credit 
Men ever held. The program for five 
days will be crowded with important 
sessions, group conferences, and un- 
usual educational features which will 
make this convention a Post-graduate 
Course for active Credit Executives. 
Why not start now on your plans to 
attend this great educational assembly? 


The 


FOURTH 
Credit Congress 
of Industry 


will be one of the outstanding features 
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They Don’t 
Trade With You 
evey | If They Owe You! 


Credit 

Executive 

should read the 

excellent article by 

Jesse R. Sprague in the 
January 27th issue of the 
Saturday Evening Post. 


So why continue to hold back on 
the final push to collect those old 
accounts in your ledgers. Some of 
them you will not want to sell 
again—the others will respect you 


for insisting upon what is due you. 


The Collection-Adjustment Bureaus of the National Association of 
Credit Men are collecting Thousands of Dollars from just such ac- 


counts every month, and in a way to command respect from the debtors. 


Why not let us tell you how one of the 73 
Collection - Adjustment Bureaus nearest you 


can help you turn your old accounts into cash. 


COLLECTION-ADJUSTMENT BUREAUS 


NATIONAL ASSOCIATION OF CREDIT MEN 
E. B. Moran, Director 


One Park Avenue New York, N. Y. 
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